
  

The Statewide Single Audit of the Commonwealth of Kentucky 
For the Year Ended June 30, 2005 

 
BACKGROUND 

 
The Single Audit Act of 1984, subsequent amendments, and corresponding regulations, 
require the auditing of financial statements and the compliance and internal controls 
applicable to federal moneys received by the Commonwealth. 

 
STATE AGENCIES EXPENDED LESS FEDERAL AWARDS IN FY 05  

 
Total federal expenditures decreased by $49,004,200 in FY 05. State organizations 
expended $6,948,115,987 in federal awards in FY 05, whereas state organizations 
expended $6,997,120,187 in federal awards in FY 04. 
 

FINDINGS IN FY 05 
 
There were 23 more findings in FY 05 than in FY 04.  There were 72 findings for FY 05, 
compared with 49 findings in FY 04.  Of the 72 findings for FY 05, 40 were related to the 
financial statements, and 32 were related to federal awards.  Three of the 72 FY 05 
findings were related to both the financial statements and federal awards. 

 
NEW FINDINGS FOR FY 05 

 
Cabinet for Health and Family Services 
• Adequate policies and procedures governing controls for program development 

and modifications should be developed and implemented for the System 
Development Life Cycle. 

• Automated analysis procedures should be developed to identify high-risk 
transactions within benefit programs. 

• System edits related to program limitations should be reviewed. 
• Controls to ensure proper preparation and review of closing package forms should 

be implemented. 
• A SAS 70 audit report for Tier Technologies, Inc. should be obtained. 
 
Department of Agriculture 
• Procedures should be developed over school site monitoring to ensure     

compliance with federal regulations. 
• The local agencies and storage facilities that distribute USDA commodity foods 

under the Commodity Supplemental Food Program should be monitored. 
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NEW FINDINGS FOR FY 05 (Continued) 
 
Department of Corrections 
• Contract expenditures should be monitored and documentation should be 

maintained as required by the Finance and Administration Cabinet. 
 
Department of Fish and Wildlife 
• Procedures over initiating cash drawdowns within a reasonable time frame should 

be developed. 
• An accounting policy requiring the retention of supporting documentation for all 

cash and clerk receipts should be developed and implemented. 
 
Department of Military Affairs 
• A written report to the USPFO of unliquidated claims and undisbursed obligations 

should be provided within ninety days after the end of grants.  
• Procedures should be established to ensure SF-269 quarterly reports are accurate. 
• Federal funds for expenses should have adequate supporting documentation, 

should only be charged once and reimbursement for the same expenditures should 
not be requested twice. 

• Employee approval authorities should be reviewed. 
• Applicants should be required to file extension requests before the initial 

deadlines on the project worksheet. 
 
Department of Parks 
• Compliance with Procurement Card policies should be ensured by the agency. 
 
Department of Revenue 
• Electronic payments should be accurately posted to Revenue’s system. 
• Penalties should be distinctively reported in Revenue’s system. 
• Physical securities should be strengthened. 
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NEW FINDINGS FOR FY 05 (Continued) 
 
Department for Workforce Investment 
• Procedures to determine and document estimates should be developed. 
• Old accounts should be declared uncollectible and written off in a timely manner. 
• Information provided to the Department of Labor should agree with state 

accounting data. 
• Adjustments and corrections should be entered within 90 days after all funds have 

been expended or the period of availability has expired. 
• Corrective action plan to agree and reconcile drawdowns was materially 

misrepresented. 
• Corrective action plan to perform a secondary review of financial status reports 

was materially misrepresented. 
 
Finance and Administration Cabinet 
• Securities lending assets, liabilities, revenues, and expenditures should be 

reported in the funds sharing the risk of loss. 
• A periodic review of transactions approved by the “superusers” and the agency 

MARS administrators should be performed. 
• GOPM should provide complete and accurate guidance regarding investment 

income. 
• Office of Financial Management should develop procedures to review statutory 

references. 
• Procurements should be made in accordance with FAC policies and procedures 

and vendor submissions should be scored correctly. 
• Potential conflicts of interest should be reviewed and documented prior to 

awarding contracts. 
• Procedures to ensure all supporting documentation is retained should be 

developed.  
• The University of Louisville land contract journal voucher recorded annually by 

FAC for CAFR compilation should be permanently removed. 
• Office of Financial Management should adhere to generally accepted accounting 

principles. 
• Procedures to ensure proper classification and completeness of the CAFR cash 

and investment note should be developed. 
• Documentation of the recording of year-end accruals should be improved. 
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NEW FINDINGS FOR FY 05 (Continued) 
 
Justice Cabinet 
• Federal expenditures reports should agree with MARS. 
• Purchased equipment in the MARS Advantage tables should be properly 

recorded. 
 
Personnel Cabinet 
• Fulfilling voting leave requirement by the state employees should be ensured. 
 
Office of Homeland Security 
• The grant awards application and award decision process should be documented. 
• Allocation of administrative expenditures should be documented. 
 
Transportation Cabinet 
• Logical security controls over the transportation information payroll system 

should be strengthened. 
• State law regulating voting leave should be adhered to and follow up performed 

for possible violations. 
• Allowability of all federal grant expenditures should be ensured. 

 
 

STATE AGENCIES WITH RECURRING FINDINGS 
 
Cabinet for Health and Family Services (formerly Cabinet for Families and Children)  
• The security of system accounts should be strengthened. 
• Password policy to all local area network machines should be consistently 

applied. 
• Documented policies and procedures should be followed and adequate records to 

ensure payments made for services to eligible recipients should be maintained. 
• Child support enforcement performance should be improved to ensure children 

receive proper financial support. 
• Subrecipients should be adequately monitored through the desk review process. 
• The corrective action plan for subrecipient monitoring should be implemented. 
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STATE AGENCIES WITH RECURRING FINDINGS (CONTINUED) 
 
Department of Fish and Wildlife 
• Efforts to have the General Assembly remove KRS 150.150 language from      

KRS 48.315 should be continued. 
 
Department of Military Affaires 
• An internal control system for the State Domestic Preparedness Equipment 

Support Program should be developed to comply with OMB Circular A-133 
compliance requirements. 

• Established procedures should be implemented to fully comply with OMB A-133 
and procedures should be developed to ensure DMA personnel complete entire 
monitoring tool. 

• Policies instituted for oversight of the installation management fund accounts 
should be followed. 

 
Department of Parks 
•      Controls over timesheets and payroll records should be strengthened. 
 
Department for Workforce Investment (formerly Cabinet for Workforce Development) 
• Controls to improve reporting of employer accounts should be                    

strengthened. 
• The closing package should be reviewed before submission to the                          

Finance and Administration Cabinet. 
• Department for Training and Re-employment should improve the policy and 

procedure manual for the financial reporting process and implement a policy for 
secondary review of financial status reports. 

 
Finance and Administration Cabinet 
• The program modification process for the Commonwealth’s cash and investment 

system should be formalized and consistently applied. 
• Logical security procedures related to the Complete Asset Management, 

Reporting, and Accounting System should be strengthened. 
 
Justice Cabinet 
• Methods for allocating indirect charges to grant programs should be documented. 
• Procedures to ensure consistent enforcement and documentation of subrecipient 

monitoring requirements should be implemented. 
• State funds should not be supplanted with federal funds. 
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STATE AGENCIES WITH RECURRING FINDINGS (CONTINUED) 
 
Transportation Cabinet 
• Inventory procedures for maintenance materials should be improved. 
• Procedures to ensure an accurate conversion of data to new systems should be 

implemented. 
• Procedures to ensure the integrity of the Highway Information System Database 

should be implemented. 
• Data retention practices should be improved. 
• Audit trail procedures for database actions should be improved. 
• Procedures to ensure federal reports are prepared accurately should be improved. 

 
STATE AGENCIES WITH UNRESOLVED  

FEDERAL AWARD QUESTIONED COSTS IN FY 05 
 

Cabinet for Health and Family Services  $  29,820 (FY 05) 
       $  18,224 (FY 04) 
       $  16,774 (FY 04) 
       $    1,040 (FY 04) 

  $    5,791 (FY 03) 
 
Department of Military Affairs   $  40,188 (FY 05) 
       $  98,679 (FY 04) 
 
Department for Workforce Investment  $565,437 (FY 05) 
 
Justice Cabinet     $372,757 (FY 05) 
       $  34,435 (FY 05) 
       $363,063 (FY 04) 
       $  30,413 (FY 04) 
       $  46,774 (FY 03) 
 
Transportation Cabinet    $559,816 (FY 05) 
 
 



 

  

 
 
 
 
 
 
March 29, 2006 
 
 
 

Honorable Ernie Fletcher, Governor 
Cabinet Secretaries and Agency Heads 
Members of the Commonwealth of Kentucky Legislature 

 
As Auditor of Public Accounts, I am pleased to transmit herewith our report of the 
Statewide Single Audit of the Commonwealth of Kentucky for the year ended June 30, 
2005.  The Federal Government’s Office of Management and Budget (OMB), per OMB 
Circular A-133 requires the Auditor of Public Accounts to perform the Statewide Single 
Audit of the Commonwealth of Kentucky. 
 
To fulfill these requirements, the Auditor of Public Accounts, performs the following: 
 
• An audit of the basic financial statements and combining and individual fund 

statements and schedules-nonmajor funds; 
• Limited procedures applied to required supplementary information; 
• An audit of the Schedule of Expenditures of Federal Awards; 
• An audit of compliance with the compliance requirements described in the U.S. Office 

of Management and Budget (OMB) Circular A-133 Compliance Supplement 
applicable to each major federal program; 

• Tests of internal control over compliance in accordance with OMB Circular A-133; 
• Tests of compliance with certain provisions of laws, regulations, contracts, and 

grants; and 
• Tests of internal control over financial reporting. 
 
The Auditor of Public Accounts also calculates a dollar threshold, based on OMB 
Circular A-133 guidance, to determine the federal programs to be audited for internal 
controls and compliance. For FY 05, the threshold for auditing federal programs was $20 
million.  
 
 



 

  

Honorable Ernie Fletcher, Governor 
Cabinet Secretaries and Agency Heads 
Members of the Commonwealth of Kentucky Legislature 
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On behalf of the Division of Financial Audit of the Auditor of Public Accounts’ Office, I 
wish to thank the employees of the Commonwealth for their cooperation during the 
course of our audit.  Should you have any questions concerning this report, please contact 
John Cubine, Director, Division of Financial Audit, or me. 
 
 
Respectfully submitted, 

 
Crit Luallen 
Auditor of Public Accounts 
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COMMONWEALTH OF KENTUCKY 
INTRODUCTION 

FOR THE YEAR ENDED JUNE 30, 2005 
 

Single Audit Report  
 
The Auditor of Public Accounts (APA), acting as principal auditor in conjunction with 
various certified public accounting firms, annually performs a statewide single audit of 
the Commonwealth of Kentucky.   
 
The APA prepares the Single Audit Report in compliance with Government Auditing 
Standards, Generally Accepted Government Auditing Standards, and the requirements of 
Office of Management and Budget (OMB) Circular A-133. The APA, on behalf of the 
Commonwealth of Kentucky, also prepares a reporting package as required by OMB 
Circular A-133. The reporting package includes the basic financial statements, Schedule 
of Expenditures of Federal Awards (SEFA), auditor’s reports, Summary Schedule of 
Prior Audit Findings, and corrective action plans.  For the fiscal year ended June 30, 2005 
(FY 05), the Single Audit Report is presented in two reports: the Comprehensive Annual 
Financial Report (CAFR) and the Single Audit Report. 
 
The CAFR, which contains the basic financial statements and the auditor’s report 
thereon, has been issued under separate cover.   
 
The Single Audit Report contains the auditor’s reports on internal control over financial 
reporting and on compliance and other matters, compliance and internal control over 
compliance with requirements applicable to major federal programs, and the 
supplementary SEFA.  The Single Audit Report also contains the SEFA, Schedule of 
Findings and Questioned Costs, and the Summary Schedule of Prior Audit Findings.   
 
Schedule of Expenditures of Federal Awards 
 
The SEFA is organized by federal grantor. The Catalog of Federal Domestic Assistance 
(CFDA) numbers and program names are listed under the federal grantor administering 
the program. The state organizations expending the federal funds are listed beside each 
CFDA number. The notes to the SEFA provide more detailed information on certain 
aspects of the expenditures. Clusters of programs are indicated in the schedule by light 
gray shading. 
 
Schedule of Findings and Questioned Costs 
 
The Schedule of Findings and Questioned Costs consists of three (3) sections: Summary 
of Auditor’s Results, Financial Statement Findings, and Federal Award Findings and 
Questioned Costs. The Summary of Auditor’s Results summarizes the type of audit 
reports issued and lists major programs audited. The Financial Statement Findings lists 
the audit findings related to the financial statements. The Federal Award Findings and 
Questioned Costs lists all findings related to federal awards.  In both sections, reportable 
conditions and reportable instances of noncompliance are presented first, then material 
weaknesses and material instances of noncompliance. 
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COMMONWEALTH OF KENTUCKY 
INTRODUCTION 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
Summary Schedule of Prior Audit Findings 
 
Audit findings reported in the Schedule of Findings and Questioned Costs for FY 04, as 
well as any previous findings that have not been resolved, are reported in the Summary 
Schedule of Prior Audit Findings for FY 05.   
 
The Summary Schedule of Prior Audit Findings is organized based on whether the prior 
year finding was reportable or material. The findings of each classification (reportable 
and material) are categorized as (1) fully corrected, (2) not corrected or partially 
corrected, (3) corrective action taken differs significantly from corrective action 
previously reported, or (4) finding no longer valid or does not warrant further action.   
 
Audit Approach 
 
The scope of the statewide single audit for FY 05 included: 
 
• An audit of the basic financial statements and combining and individual fund 

statements and schedules-nonmajor funds; 
• Limited procedures applied to required supplementary information; 
• An audit of the SEFA; 
• An audit of compliance with the compliance requirements described in the U.S. Office 

of Management and Budget (OMB) Circular A-133 Compliance Supplement 
applicable to each major federal program; 

• Tests of internal control over compliance in accordance with OMB Circular A-133; 
• Tests of compliance with certain provisions of laws, regulations, contracts, and 

grants; and 
• Tests of internal control over financial reporting. 
 
Status of State Universities 
 
The Single Audit Act Amendments permit the single audit to cover the entire operations 
of the entity or include a series of audits covering departments, agencies, or other 
organizational units expending federal awards.  The agencies audited as part of the 
Statewide Single Audit of the Commonwealth of Kentucky are listed in Appendix 1.  The 
Commonwealth has elected to exclude state universities from the statewide single audit, 
except as part of the audit of the basic financial statements.  Thus, state universities are 
not included in the accompanying Schedule of Expenditures of Federal Awards and 
reports on internal control and compliance.  It should be noted, however, that state 
universities are still required to have audits performed in accordance with the provisions 
of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations. 



 

 14

COMMONWEALTH OF KENTUCKY 
INTRODUCTION 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of Abbreviations/Acronyms Used In This Report 
 
AASHTO  American Association of State Highway and Transportation 

Officials 
ABC  Department of Alcoholic Beverage Control   
AD  Active Directory 
AFR  Annual Financial Reporting Form 
AGR  Department of Agriculture 
AMLR  Abandoned Mine Land Reclamation 
AOC  Administrative Office of the Courts 
APA                                        Auditor of Public Accounts 
AYCM  Army Communications 
BCP  Business Contingency Plans 
BDC  Backup Domain Controller 
BMS  Bridge Maintenance System 
BOE  Board of Elections  
CAFR  Comprehensive Annual Financial Report 
CAMRA  Complete Asset Management Reporting and Accounting 
CCSHCN  Commission for Children with Special Health Care Needs 
CC  Contract Compliance 
CD  Compact Disk 
CDE  Chief District Engineer 
CED  Cabinet for Economic Development 
CFDA  Catalog of Federal Domestic Assistance 
CFR  Code of Federal Regulations 
CHFS  Cabinet for Health and Family Services 
Commonwealth  Commonwealth of Kentucky 
CORR  Department of Corrections 
COT  Commonwealth Office of Technology 
CPA  Certified Public Accountant 
CPE  Council on Postsecondary Education 
CPES Contractor Pay Estimate System 
CRC Customer Resource Center 
CSEPP Chemical Stockpile Emergency Preparedness Program 
CSFP  Commodity Supplemental Food Program 
CUSIP  Committee on Uniform Security Identification Procedures 
CY  Current Year 
C1E  Electronic Payment 
DAEL  Department of Adult Education and Literacy 
DCBS  Department for Community Based Services 
DCD  Department for Community Development 
DCJT  Department of Criminal Justice Training 
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COMMONWEALTH OF KENTUCKY 
INTRODUCTION 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of Abbreviations/Acronyms Used In This Report (Continued) 
 
DCR  Design Change Request 
DCS  Division of Child Support 
DEM  Department of Emergency Management 
DFWR  Department of Fish & Wildlife Resources 
DFS  Department of Fiscal Services 
DHCP  Dynamic Host Configuration Protocol 
DHHS  Department of Health and Human Services 
DLA  Department for Libraries and Archives 
DMA  Department of Military Affairs 
DMAR                                    Department of Military Affairs Regulations 
DMS  Department for Medical Services 
DOC  Department of Corrections 
DOL  Department of Labor 
DOP  Department of Parks 
DOR  Department of Revenue 
DPH  Department of Public Health 
DRF  Discrepancy Reconciliation Request form 
DRP  Disaster Recovery Plans 
DVA  Department of Veterans Affairs 
DWI  Department ofWorkforce Investment 
ECOS  Electronic Commodity Ordering System 
EDS  Electronic Data Systems Corporation 
EDU  Department of Education 
EEO  Equal Employment Opportunity 
EFT  Electronic Fund Transfers 
EMARS  Enhanced Management Administrative Reporting System 
EMSB  Emergency Medical Standards Board 
EPPC  Environmental and Public Protection Cabinet 
EPSB  Education Professional Standards Board 
EPA  Environmental Protection Agency 
F&W  Department of Fish and Wildlife Resources 
FA  Fixed Assets 
FAC  Finance and Administration Cabinet 
FAD  Family Alternative Diversion 
FAP  Finance and Administration Policy 
FAS  Financial Analysis System 
FASB  Financial Accounting Standards Board 
FEMA                                     Federal Emergency Management Agency     
FBI  Federal Bureau of Investigation 
FFTL  Federally Funded Time Limited 
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COMMONWEALTH OF KENTUCKY 
INTRODUCTION 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of Abbreviations/Acronyms Used In This Report (Continued) 
 
FHS  First Health Services 
FHWA  Federal Highway Administration 
Finance  Finance and Administration Cabinet 
FP  Form of Proposal 
FTP  File Transfer Protocol 
FY  Fiscal Year 
FYE  Fiscal Year End 
GAAP  Generally Accepted Accounting Principles 
GASB  Governmental Accounting Standards Board 
GOPM                         Governor’s Office for Policy and Management 
GOLD  Governor’s Office for Local Development 
GOT  Governor’s Office of Technology 
GMB  Grants Management Branch 
HIDTA  High Intensity Drug Trafficking Area 
Highways  Department of Highways 
HIS  Highway Information System 
HRC  Kentucky Commission on Human Rights 
HSGP  Homeland Security Grant Program 
HTTP  Hyper Text Transfer Protocol 
ID  Identification 
IG  Inspector General 
IMF                                         Installation Management Fund 
IP  Internet Protocol 
IRS  U.S. Internal Revenue Service 
IT  Information Technology  
ITCs  Information Technology Coordinators 
JAG  Justice Assistance Grants 
JUST  Justice Cabinet 
JUV  Department of Juvenile Justice 
JV  Journal Voucher 
JVC  Journal Voucher Correction 
KAAAP  Kentucky Access, Accuracy, and Accountability Project 
KAC  Kentucky Arts Council 
KAMES  Kentucky Automated Management and Eligibility System 
KAR  Kentucky Administrative Regulations 
KASES  Kentucky Automated Support Enforcement System 
KBE  Kentucky Board of Elections 
KBIS  Kentucky Bridge Information System 
KCA  Kentucky Center for the Arts 
KCHIP  Kentucky Children’s Insurance Program 



 

 17

COMMONWEALTH OF KENTUCKY 
INTRODUCTION 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of Abbreviations/Acronyms Used In This Report (Continued)  
 
KDA  Kentucky Department of Agriculture 
KDE  Kentucky Department of Education 
KDFWR  Kentucky Department of Fish and Wildlife Restoration 
KDVA  Kentucky Department of Veterans Affairs  
KET  Kentucky Educational Television 
KHC  Kentucky Heritage Council 
KHCORP  Kentucky Housing Corporation 
KHEAA  Kentucky Higher Education Assistance Authority 
KHESLC  Kentucky Higher Education Student Loan Corporation 
KHP  Kentucky Health Partners, LLC 
KHS  Kentucky Historical Society 
KIA  Kentucky Infrastructure Authority 
KMAA  Kentucky Medicaid Administrative Agent 
KMMIS  Kentucky Medicaid Management Information System 
KOHS  Kentucky Office of Homeland Security 
KPEN  Kentucky Postsecondary Education Network Program 
KRS  Kentucky Revised Statutes 
KSP  Kentucky State Police 
KSR  Kentucky State Reformatory 
KTAP  Kentucky Transitional Assistance Program 
KTC  Kentucky Transportation Cabinet 
KTRS  Kentucky Teachers Retirement System 
KVE  Kentucky Vehicle Enforcement 
KWP  Kentucky Works Program 
KY  Kentucky  
KYASAP   Kentucky Agency for Assistance Abuse Policy 
KYAE  Kentucky Adult Education 
KYBMS  Kentucky Bridge Maintenance System 
KyDEM  Kentucky Department of Emergency Management 
KYTC  Kentucky Transportation Cabinet 
LA  Local Agencies 
LHD  Local Health Department 
LLC  Limited Liability Corporation 
LSA  Local Security Authority 
LWIA  Local Workforce Investment Areas 
MARS  Management Administrative Reporting System 
MIL  Department for Military Affairs 
MISC  Miscellaneous 
MMIS  Medicaid Management Information System 
MOA  Memorandum of Agreement  
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COMMONWEALTH OF KENTUCKY 
INTRODUCTION 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of Abbreviations/Acronyms Used In This Report (Continued) 
 
MRDB  Management Reporting Database 
MSADC  Microsoft Active Directory Connector 
NA  Not Applicable 
NBIS  National Bridge Information System 
NGB  National Guard Building 
NGR   National Guard Regulations 
NREPC  Natural Resources and Environmental Protection Cabinet 
OAG  Office of the Attorney General 
OCO  Office of Contract Oversight 
ODCP  Office of Drug Control Policy 
OET  Office of Employment Training 
OFM  Office of Financial Management 
OIG  Office of Inspector General 
OIT  Office of Information Technology 
OMB  Office of Management and Budget 
OMPS  Office of Material and Procurement Services 
OMS  Operations Management System 
OS  Operating System 
OSBD  Office of the State Budget Director 
OT  Office of Technology 
PA  Public Assistance 
PARKS  Department of Parks 
PAS  Public Assistance System 
PBU  Program Budget Unit 
PCR  Program Change Request 
PD  Procurement Desktop 
PDC  Primary Domain Controller 
Personnel  Personnel Cabinet 
PMS  Pavement Management System 
PNC  Provident National Corporation 
ProCard  Procurement Card 
PSC  Public Service Commission 
PS&E  Plans, Specifications and Estimates 
PUBAD  Department of Public Advocacy 
PWB  Project Workbook 
PX  MARS Document Type used to make project change 
R&D  Research and Development 
RACF  Resource Access Control Facility 
RCW  Record of Control Weakness 
RDS  Report Management Distribution System  
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COMMONWEALTH OF KENTUCKY 
INTRODUCTION 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of Abbreviations/Acronyms Used In This Report (Continued) 
 
REV  Department of Revenue 
Revenue  Department of Revenue 
RFB  Request for Bid 
RFI  Request for Information 
RFP  Request for Proposal 
RPC  Remote Procedure Call 
RQ  Purchase Requisition 
SAS  Statistical Analysis System 
SAS form  Governor’s Office of Policy and Management Form 
SB  Senate Bill 
SDLC  System Development Life Cycle 
SDPESP  State Domestic Preparedness Equipment Support Program 
SDX  State Data Excehange 
SEFA  Schedule of Expenditures of Federal Awards 
SFAC  Statement of Financial Accounting Concepts 
SFY  State Fiscal Year  
SMTP  Simple Mail Transfer Protocol 
SMUX  Simple Network Management Protocol Multiplex 
SOP  Standard Operating Procedure 
SRAA  Service Region Administrator Associate 
SSH  Secured Socket Layer 
SSL  Secure Socket Layer 
SSN  Social Security Numbers 
SSWAK  Statewide Single Audit of Kentucky 
STEP  System Tracking Employability Program 
SUTA  State Unemployment Tax Act 
SWCAP  Statewide Cost Allocation Plan 
TANF  Temporary Assistance for Needy Families 
TRAN  Tax Revenue Anticipation Note 
TC  Transportation Cabinet 
TIPS  Transportation Information Payroll System 
UI  Unemployment Insurance 
UK  University of Kentucky 
UofL  University of Louisville 
UPS  Unified Prosecutorial System 
UPPS  Uniform Payroll and Personnel System 
U.S.  United States 
USC  United State Code 
USDA  United States Department of Agriculture  
USDE  United State Department of Education 
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COMMONWEALTH OF KENTUCKY 
INTRODUCTION 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of Abbreviations/Acronyms Used In This Report (Continued) 
 
USEPA  United States Environmental Protection Agency 
USDOJ  United States Department of Justice 
USDOL  United State Department of Labor 
USDOT  United States Department of Transportation 
USPFO  United States Property and Fiscal Officer 
VA  Department of Veterans’ Affairs 
VAWA  Violence Against Women Formula Grants 
VIS  Visa Information Source 
VOCA  Crime Victim Assistance Grant 
WIA  Workforce Investment Act 
WIN  Work Incentive 
WMD  Weapons of Mass Destruction 
WSC  Wilkinson Street Campus 
XSS  Cross Site Scripting 
Y2K  Year 2000 
YR  Year  
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
 

 
 



State Provided to
CFDA # Program Title  Organizations Cash Noncash Subrecipient

U.S. Office of National Drug Control Policy
Direct Program:
07.NA(1) HIDTA Program KSP $ 727,118 $ $

Total U.S. Office of National Drug Control Policy $ 727,118 $ $

U.S. Department of Agriculture
Direct Programs:
10.025 Plant and Animal Disease, Pest Control, and Animal Care AGR $ 832,679 $ $

F&W 61,420
10.028 Wildlife Services (Note 9) F&W 8,067
10.069 Conservation Reserve Program EPPC 25,895
10.153 Market News (Note 14) AGR
10.156 Federal- State Marketing Improvement Program AGR 28,705
10.163 Market Protection and Promotion AGR 66,782
10.550 Food Donation (Note 13) AGR 18,322,215

CORR 9,651

Food Stamp Cluster:
10.551 Food Stamps (Note 2) (Note 13) CHFS 597,365,451
10.561 State Administrative Matching Grants for Food Stamp CHFS 28,653,559 681,940

Program (Note 2) OAG 382,252

Child Nutrition Cluster:
10.553 School Breakfast Program (Note 2) EDU 38,991,179 38,902,462

JUV 381,587
10.555 National School Lunch Program (Note 2) EDU 114,543,270 114,377,972

JUV 598,135
10.556 Special Milk Program for Children (Note 2) EDU 44,692 44,692
10.559 Summer Food Service Program for Children (Note 2) EDU 7,296,196 7,094,682

10.557 Special Supplemental Nutrition Program for Women, Infants, and
Children (Note 2)

CHFS 96,514,894 16,335,516

10.558 Child and Adult Care Food Program (Note 2) EDU 26,555,935 26,160,440
10.560 State Administrative Expenses for Child Nutrition EDU 1,556,691

AGR 176,408
10.565 Commodity Supplemental Food Program (Note 13) (Note 16) AGR 847,576 4,888,868

Emergency Food Assistance Cluster:
10.568 Emergency Food Assistance Program (Administrative Costs) AGR 855,160
10.569 Emergency Food Assistance Program (Food Commodities) (Note 13) AGR 5,592,215

10.572 WIC Farmers' Market Nutrition Program (FMNP) AGR 208,479
10.576 Senior Farmers Market Nutrition Program AGR 215,109
10.652 Forestry Research EPPC 275,368
10.664 Cooperative Forestry Assistance (Note 13) EPPC 3,138,450 527,492 524,145
10.672 Rural Development, Forestry, and Communities EPPC 27,757 19,164
10.766 Community Facilities Loans and Grants (Note 2) (Note 3e) (Note 13) KHCORP 79,498,256
10.769 Rural Business Enterprise Grants (Note 14) AGR
10.771 Rural Cooperative Development Grants (Note 14) AGR
10.861 Public Television Station Digital Transition Grant (Note 14) KET

Expenditures

COMMONWEALTH OF KENTUCKY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FEDERAL ASSISTANCE PROGRAMS
FOR THE YEAR ENDED JUNE 30, 2005

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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State Provided to
CFDA # Program Title  Organizations Cash Noncash Subrecipient
U.S. Department of Agriculture (Continued)
Direct Programs (Continued):
10.902 Soil and Water Conservation EPPC 533,446 10,000

F&W 190,712
10.912 Environmental Quality Incentives Program (Note 14) EPPC
10.914 Wildlife Habitat Incentive Program (Note 13) F&W 17,499
10.NA(1) Rural Rehabilitation Student Loan Program (Note 3a) AGR 111,436

Total U.S. Department of Agriculture $ 323,121,839 $ 706,221,647 $ 204,151,014

U.S. Department of Commerce
Direct Programs:
Public Works and Economic Development Cluster:
11.307 Economic Adjustment Assistance (Note 3b) (Note 14) GOLD $ $ $

11.450 Automated Flood Warning Systems (AFWS) MIL 100,442
11.469 Congressionally Identified Awards and Projects (Note 14) PARKS
11.550 Public Telecommunications Facilities Planning and Construction (Note

14)
KET

Total U.S. Department of Commerce $ 100,442 $ $

U.S. Department of Defense
Direct Programs:
12.002 Procurement Technical Assistance For Business Firms CED $ 155,400 $ $
12.113 State Memorandum of Agreement Program for the Reimbursement of 

Technical Services
EPPC 315,900

12.400 Military Construction, National Guard MIL 3,378,550
12.401 National Guard Military Operations and Maintenance (O & M) Projects MIL 13,394,934
12.404 National Guard Civilian Youth Opportunities MIL 1,692,764
12.NA(1) Chemical Demilitarization and Remediation Activity for Hazardous 

Waste Activities at Chemical Demilitarization Facilities
EPPC 226,119 9,445

12.NA(2) Monitoring of Wildlife F&W 43,923
12.NA(3) Teacher and Teacher's Aide Placement Assistance Program EPSB 90,704

Total U.S. Department of Defense $ 19,298,294 $ $

U.S. Department of Housing and Urban Development
Direct Programs:
14.117 Mortgage Insurance - Homes (Note 2) (Note 3e) (Note 13) KHCORP $ $ 144,346,455 $
14.169 Housing Counseling Assistance Program KHCORP 218,253

Section 8 Project-Based Cluster:
14.182 Lower Income Housing Assistance Program-Section 8 New

Construction/Substantial Rehabilitation (Note 2)
KHCORP 87,898,222

14.856 Lower Income Housing Assistance Program-Section 8 Moderate
Rehabilitation (Note 2)

KHCORP 90,029

14.227 Community Development Block Grants/Technical Assistance Program
(Note 14)

GOLD

14.228 Community Development Block Grants/State's Program    GOLD 44,584,888 44,026,615
(Note 2) (Note 10) (Note 14) HRC

Expenditures

COMMONWEALTH OF KENTUCKY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FEDERAL ASSISTANCE PROGRAMS
FOR THE YEAR ENDED JUNE 30, 2005

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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State Provided to
CFDA # Program Title  Organizations Cash Noncash Subrecipient

Expenditures

COMMONWEALTH OF KENTUCKY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FEDERAL ASSISTANCE PROGRAMS
FOR THE YEAR ENDED JUNE 30, 2005

U.S. Department of Housing and Urban Development (Continued)
Direct Programs (Continued):
14.231 Emergency Shelter Grants Program (Note 14) KHCORP 1,281,124 1,246,920

GOLD
14.235 Supportive Housing Program KHCORP 4,304,011 4,253,065
14.238 Shelter Plus Care KHCORP 244,434 131,544
14.239 HOME Investment Partnerships Program (Note 2) KHCORP 27,284,686 13,164,737
14.241 Housing Opportunities for Persons with AIDS KHCORP 447,626 432,176
14.401 Fair Housing Assistance Program-State and Local HRC 210,961
14.409 Fair Housing Initiatives Program (FHIP) Education and Outreach 

Initiative (Note 14)
HRC

14.855 Section 8 Rental Voucher Program (Note 14) KHCORP

14.857 Section 8 Rental Certificate Program (Note 14) KHCORP

14.871 Section 8 Housing Choice Vouchers (Note 2) KHCORP 21,889,628

14.NA(1) HUD Disaster Recovery Initiative (Note 14) GOLD

Total U.S. Department of Housing and Urban Development $ 188,453,862 $ 144,346,455 $ 63,255,057

U.S. Department of the Interior
Direct Programs:
15.250 Regulation of Surface Coal Mining and Surface Effects of Underground 

Coal Mining (Note 13)
EPPC $ 11,392,815 $ 40,985 $

15.252 Abandoned Mine Land Reclamation (AMLR) Program EPPC 17,772,848 5,666,116

Fish and Wildlife Cluster:
15.605 Sport Fish Restoration (Note 9) F&W 3,602,336
15.611 Wildlife Restoration (Note 11) F&W 4,239,435

15.608 Fish and Wildlife Management Assistance EPPC 5,074
15.615 Cooperative Endangered Species Conservation Fund EPPC 222,765 174,765

(Note 9) F&W 142,516
15.616 Clean Vessel Act F&W 78,742
15.618 Administrative Grants for Federal Aid in Sport Fish and Wildlife

Restoration
F&W 386

15.622 Sportfishing and Boating Safety Act F&W 2,356
15.623 North American Wetlands Conservation Fund EPPC 10,000
15.625 Wildlife Conservation and Restoration F&W 270
15.632 Conservation Grants Private Stewardship for Imperiled Species F&W 89,063

(Note 14) EPPC
15.633 Landowner Incentive F&W 706,176

EPPC 278,663
15.634 State Wildlife Grants (Note 9) F&W 227,356
15.808 U.S. Geological Survey-Research and Data Collection (Note 14) COT 40,000

F&W
15.904 Historic Preservation Fund Grants-In-Aid KHC 546,355 60,360
15.916 Outdoor Recreation-Acquisition, Development and Planning  (Note 7) GOLD 1,319,199 1,319,199
15.NA(1) Federal Junior Duck Stamp Conservation and Design Program F&W 2,350
15.NA(2) National Fish and Wildlife Foundation-Restoration of Elk Habitat in

Kentucky (Note 14)
F&W

Total U.S. Department of the Interior $ 40,678,705 $ 40,985 $ 7,220,440

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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State Provided to
CFDA # Program Title  Organizations Cash Noncash Subrecipient

Expenditures

COMMONWEALTH OF KENTUCKY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FEDERAL ASSISTANCE PROGRAMS
FOR THE YEAR ENDED JUNE 30, 2005

U.S. Department of Justice
Direct Programs:
16.003 Law Enforcement Assistance-Narcotics and Dangerous Drugs Technical

Laboratory Publications
COT $ 97,107 $ $

16.523 Juvenile Accountability Incentive Block Grants JUV 2,107,695 1,217,704
PUBAD 22,886

UPS 64,500
AOC 28,320

16.540 Juvenile Justice and Delinquency Prevention-Allocation to States JUV 707,008 672,424
16.541 Developing, Testing and Demonstrating Promising New Programs (Note

14)
AOC

16.542 Part D-Research, Evaluation, Technical Assistance and Training AOC 1,002
16.543 Missing Children's Assistance KSP 116,126
16.548 Title V-Delinquency Prevention Program JUV 111,377 111,377
16.549 Part E-State Challenge Activities JUV 108,682 108,681
16.550 State Justice Statistics Program for Statistical Analysis Centers JUST 55,363
16.554 National Criminal History Improvement Program (NCHIP) KSP 243,183

(Note 14) JUST
16.560 National Institute of Justice Research, Evaluation, and KSP 143,598

Development Project Grants JUST 31,300
16.564 Crime Laboratory Improvement-Combined Offender DNA Index System

Backlog Reduction
KSP 91,318

16.575 Crime Victim Assistance JUST 4,496,696 4,353,299
UPS 450,217

16.576 Crime Victim Compensation EPPC 208,166
16.579 Byrne Formula Grant Program (Note 9) (Note 14) JUST 4,665,061 4,163,356

KSP 1,210,614
AOC 381,710 7,608
JUV 116,063 116,063

CORR 108,569
UPS 47,631

PUBAD
OAG

16.580 Edward Byrne Memorial State and Local Law Enforcement Assistance
Discretionary Grants Program

AOC 1,104,657

16.585 Drug Court Discretionary Grant Program (Note 9) AOC 1,196,585
16.586 Violent Offender Incarceration and Truth in Sentencing CORR 1,017,422

Incentive Grants JUV 248,282 222,883
JUST 12,642

16.588 Violence Against Women Formula Grants (Note 4) (Note 14) JUST 1,685,565 1,665,387
UPS 211,780
OAG 63,721
CHFS 11,158
AOC

16.589 Rural Domestic Violence and Child Victimization Enforcement Grant
Program 

JUST 182,252 182,253

16.592 Local Law Enforcement Block Grants Program (Note 14) JUST 190,604 181,774
KSP 171,366
KVE

16.593 Residential Substance Abuse Treatment for State CORR 695,665
Prisoners (Note 14) JUST

16.606 State Criminal Alien Assistance Program CORR 60,005
16.607 Bulletproof Vest Partnership Program (Note 14) KSP 90,267

AOC 4,365
JUST

16.609 Community Prosecution and Project Safe Neighborhoods UPS 148,285

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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State Provided to
CFDA # Program Title  Organizations Cash Noncash Subrecipient

Expenditures

COMMONWEALTH OF KENTUCKY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FEDERAL ASSISTANCE PROGRAMS
FOR THE YEAR ENDED JUNE 30, 2005

U.S. Department of Justice (Continued)
Direct Programs (Continued):
16.610 Regional Information Sharing Systems COT 188,988
16.710 Public Safety Partnership and Community Policing Grants KSP 287,381

(Note 12) OAG 62,247
16.712 Police Corps DCJT 948,724
16.727 Enforcing Underage Drinking Laws Program KSP 272,370 172,523
16.728 Drug Prevention Program (Note 14) TC
16.NA(1) Drug Enforcement Administration KSP 827,211
16.NA(2) Federal Bureau of Investigation KSP 37,383
16.NA(3) Federal Methamphetamine Initiative KSP 24,751
16.NA(4) Bureau of Alcohol, Tobacco, Fireamrs & Explosives (ATF) Program KSP 58,043

 
Total U.S. Department of Justice $ 25,415,911 $ $ 13,175,332

U.S. Department of Labor
Direct Programs:
17.002 Labor Force Statistics DWI $ 1,025,590 $ $
17.005 Compensation and Working Conditions EPPC 138,572
17.203 Labor Certification for Alien Workers DWI 300,620

Employment Services Cluster:
17.207 Employment Service DWI 10,159,575 1,890
17.801 Disabled Veterans' Outreach Program (DVOP) DWI 733,027
17.804 Local Veterans' Employment Representative Program DWI 1,365,428 5,000

17.225 Unemployment Insurance (Note 2) (Note 5) DWI 433,082,794
17.235 Senior Community Service Employment Program CHFS 1,590,578 1,547,754
17.245 Trade Adjustment Assistance-Workers (Note 2) DWI 29,390,366 84,578
17.253 Welfare-to-Work Grants to States and Localities (Note 14) CHFS

Workforce Investment Act Cluster:
17.258 WIA Adult Program (Note 2) DWI 14,979,725 14,458,766
17.259 WIA Youth Activities (Note 2) DWI 13,614,778 13,111,156

EDU 669,469 579,534
MIL 293,897

17.260 WIA Dislocated Workers (Note 2) DWI 15,672,243 14,794,344

17.263 Youth Opportunity Grants DWI 77,167 75,217
17.267 WIA Incentive Grants-Section 503 Grants to States DWI 1,627,709 1,627,609

CPE 336,999
MIL 7,255

17.503 Occupational Safety and Health-State Program EPPC 3,606,034
17.504 Consultation Agreements EPPC 1,777
17.600 Mine Health and Safety Grants EPPC 871,366
17.601 Mine Health and Safety Counseling and Technical Assistance EPPC 448,495

Total U.S. Department of Labor $ 529,993,464 $ $ 46,285,847

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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State Provided to
CFDA # Program Title  Organizations Cash Noncash Subrecipient

Expenditures

COMMONWEALTH OF KENTUCKY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FEDERAL ASSISTANCE PROGRAMS
FOR THE YEAR ENDED JUNE 30, 2005

U.S. Department of Transportation
Direct Programs:
Air Transportation Cluster:
20.106 Airport Improvement Program MIL $ 1,295,326 $ $

PARKS 260,584
TC 105

Highway Planning and Construction Cluster:
20.205 Highway Planning and Construction (Note 2) (Note 6) (Note 14) TC 445,480,528

PARKS 196,465
KSP

EPPC

20.218 National Motor Carrier Safety KVE 2,018,099 147,650
KSP 610,212
TC 123,783

20.219 Recreational Trails Program (Note 7) GOLD 816,038 816,038
20.505 Federal Transit-Metropolitan Planning Grants TC 588,657 558,086
20.232 Commercial Driver License State Programs (Note 14) TC

Federal Transit Cluster:
20.500 Federal Transit-Capital Investment Grants TC 4,520,930 4,520,930
20.507 Federal Transit-Formula Grants TC 267,965 267,965

20.509 Formula Grants for Other Than Urbanized Areas TC 6,891,376 6,565,515
20.513 Capital Assistance Program for Elderly Persons and Persons with

Disabilities
TC 1,583,453 1,558,453

Highway Safety Cluster:
20.600 State and Community Highway Safety KSP 4,179,959 1,729,083

AOC 39,869
KVE 25,500

20.601 Alcohol Traffic Safety and Drunk Driving Prevention Incentive Grants TC 9,892
KVE 3,097

20.604 Safety Incentive Grants for Use of Seatbelts KSP 386,434 257,904
20.605 Safety Incentives to Prevent Operation of Motor Vehicles by TC 972,121

Intoxicated Persons KSP 3,616

20.700 Pipeline Safety EPPC 275,987
20.703 Interagency Hazardous Materials Public Sector Training and Planning

Grants
MIL 224,406

Total U.S. Department of Transportation $ 470,774,402 $ $ 16,421,623

U.S. Department of Treasury
Direct Programs:
21.NA(1) Internal Revenue Service KSP $ 1,084 $ $

Total U.S. Department of Treasury $ 1,084 $ $

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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U.S. Appalachian Regional Commission
Direct Programs:
23.002 Appalachian Area Development KHCORP $ 395,649 $ $

GOLD 247,102
23.011 Appalachian Research, Technical Assistance, and Demonstration GOLD 638,641 638,641

Project (Note 14) FAC 37,987 37,987
PARKS

Total U.S. Appalachian Regional Commission $ 1,319,379 $ $ 676,628

U.S. Equal Employment Opportunity Commission
Direct Programs:
30.002 Employment Discrimination-State and Local Fair Employment Practices

Agency Contracts
HRC $ 80,971 $ $

Total U.S. Equal Employment Opportunity Commission $ 80,971 $ $

U.S. General Services Administration
Direct Programs:
39.003 Donation of Federal Surplus Personal Property (Note 13) FAC $ $ 759,660 $
39.011 Election Reform Payments (Note 19) KBE 158,032 107,277

Total U.S. General Services Administration $ 158,032 $ 759,660 $ 107,277

National Aeronautics and Space Administration
Direct Programs:
43.002 Technology Transfer COT $ 280,943 $ $

Total National Aeronautics and Space Administration $ 280,943 $ $

U.S. National Foundation on the Arts and the Humanities
Direct Programs:
45.024 Promotion of the Arts-Grants to Organizations and KCA $ 39,623 $ $

Individuals (Note 14) KET
45.025 Promotion of the Arts-Partnership Agreements KAC 566,989 271,395

KCA 20,000
45.026 Promotion of the Arts-Leadership Initiatives  (Note 14) KHS

KAC
45.129 Promotion of the Humanities-Federal/State Partnership (Note 14) KHS
45.130 Promotion of the Humanities-Challenge Grants KET 200,000
45.149 Promotion of the Humanities-Division of Preservation and Access (Note 

14)
KHS

45.310 State Library Program DLA 2,532,724 895,654

Total U.S. National Foundation on the Arts and Humanities $ 3,359,336 $ $ 1,167,049

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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U.S. Department of Veterans Affairs
Direct Programs:
64.005 Grants to States for Construction of State Home Facilities VA $ 505,130 $ $
64.114 Veterans Housing-Guaranteed and Insured Loans (Note 2) (Note 3e)

(Note 13)
KHCORP 14,127,401

64.203 State Cemetery Grants VA 901,026

Total U.S. Department of Veterans Affairs $ 1,406,156 $ 14,127,401 $

U.S. Environmental Protection Agency
Direct Programs:
66.001 Air Pollution Control Program Support EPPC $ 1,392,751 $ $
66.032 State Indoor Radon Grants CHFS 610,472 316,939
66.418 Construction Grants for Wastewater Treatment Works EPPC 329,839
66.419 Water Pollution Control State and Interstate Program Support EPPC 1,912,471 65,317

66.432 State Public Water System Supervision EPPC 590,210
66.454 Water Quality Management Planning EPPC 151,215 22,750
66.458 Capitalization Grants for Clean Water State Revolving KIA 17,559,149 17,302,202

Funds (Note 2) (Note 3d) EPPC 288,990
66.460 Nonpoint Source Implementation Grants EPPC 3,224,791 1,306,050
66.461 Regional Wetland Program Development Grants EPPC 68,462 66,452

F&W 31,057
66.463 Water Quality Cooperative Agreements EPPC 87,125 84,083
66.467 Wastewater Operator Training Grant Program (Technical Assistance) EPPC 24,319
66.468 Capitalization Grants for Drinking Water State Revolving KIA 7,896,504 7,697,940

Funds (Note 2) (Note 3d) EPPC 1,258,926
66.470 Hardship Grants Program for Rural Communities EPPC 438,875 438,875
66.471 State Grants to Reimburse Operators of Small Water Systems for Training

and Certification Costs
EPPC 45,280

66.474 Water Protection Grants to States EPPC 91,792
66.606 Surveys, Studies,  Investigations and Special Purpose Grants (Note 13) EPPC 1,040,593 243,326

66.608 Environmental Information Exchange Network Grant Program EPPC 124,266

COT 33,669

66.700 Consolidated Pesticide Enforcement Cooperative Agreements AGR 536,420

66.701 Toxic Substances Compliance Monitoring Cooperative Agreements EPPC 57,287 9,534
66.707 TSCA Title IV State Lead Grants Certification of Lead-Based Paint

Professionals
CHFS 38,098

66.801 Hazardous Waste Management State Program Support EPPC 2,114,807
66.802 Superfund State, Political Subdivision, and Indian Tribe Site-Specific 

Cooperative Agreements
EPPC 20,440

66.804 State and Tribal Underground Storage Tanks Program EPPC 186,675
66.805 Leaking Underground Storage Tank Trust Fund Program EPPC 983,634
66.808 Solid Waste Management Assistance Grants (Note 14) EPPC
66.809 Superfund State and Indian Tribe Core Program-Cooperative Agreements EPPC 80,616
66.817 State and Tribal Response Program Grants EPPC 285,874

Total U.S. Environmental Protection Agency $ 41,504,607 $ 243,326 $ 27,310,142

U.S. Department of Energy
Direct Programs:
81.039 Nation Energy Information  Center EPPC $ 5,664 $ $
81.041 State Energy Program EPPC 845,222 173,583
81.042 Weatherization Assistance for Low-Income Persons CHFS 4,588,542 4,251,213
81.086 Conservation Research and Development EPPC 79,402 79,402

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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U.S. Department of Energy (Continued)
Direct Programs (Continued):
81.117 Energy Efficiency and Renewable Energy Information Dissemination,

Outreach, Training and Technical Analysis/Assistance
EPPC 72,783 10,744

81.119 State Energy Program Special Projects EPPC 387,973 312,839
81.502 Paducah Gaseous Diffusion Plant Environmental Monitoring and EPPC 920,540 96,466

Oversight CHFS 347,470 73,561

Total U.S. Department of Energy $ 7,247,596 $ $ 4,997,808

U.S. Department of Education
Direct Programs:
84.002 Adult Education-State Grant Program (Note 2) (Note 15) CPE $ 9,626,218 $ $ 8,311,753

MIL 123,959
84.010 Title I Grants to Local Educational Agencies (Note 2) EDU 147,730,641 145,777,328
84.011 Migrant Education - State Grant Program EDU 6,684,297 6,566,055
84.013 Title I Program for Neglected and Delinquent Children JUV 667,748 587,663

CORR 28,676
EDU 6,418

Special Education Cluster:
84.027 Special Education - Grants to States (Note 2) EDU 123,155,195 119,518,155
84.173 Special Education - Preschool Grants (Note 2) EDU 10,705,673 10,705,673

Student Financial Assistance Programs Cluster:
84.032 Federal Family Education Loans (Note 2) (Note 3c) (Note 18) KHEAA 56,555,553

KHESLC 69,056,229

84.048 Vocational Education-Basic Grants to States DWI 12,891,168 10,347,161
EDU 6,428,563 6,163,393

84.069 Leveraging Educational Assistance Partnership KHEAA 1,000,192
84.116 Fund for the Improvement of Postsecondary Education CPE 23,756
84.126 Rehabilitation Services-Vocational Rehabilitation Grants to States (Note

2) (Note 9) (Note 20)
DWI 50,735,776 1,000,096

84.128 Rehabilitation Services-Service Projects DWI 153,455 153,454
84.161 Rehabilitation Services-Client Assistance Program DWI 174,312
84.169 Independent Living-State Grants DWI 359,087 26,727
84.177 Rehabilitation Services-Independent Living Services for Older Individuals

Who are Blind
DWI 430,461 9,547

84.181 Special Education-Grants for Infants and Families with Disabilities CHFS 4,609,657
84.184 Safe and Drug-Free Schools and Communities-National Programs EDU 346,388 346,288
84.185 Byrd Honors Scholarships (Note 14) (Note 17) KHEAA 516,125

EDU
84.186 Safe and Drug-Free Schools and Communities-State Grants EDU 5,010,456 4,808,023

CHFS 1,516,879 1,516,877
84.187 Supported Employment Services for Individuals with Severe Disabilities DWI 529,622
84.196 Education for Homeless Children and Youth EDU 712,896 698,950
84.213 Even Start - State Educational Agencies EDU 3,272,780 2,531,605
84.215 Fund for the Improvement of Education (Note 12) EDU 77,619 30,000
84.224 Assistive Technology DWI 351,731 183,570
84.240 Program of Protection and Advocacy of Individual Rights PUBAD 300,001
84.243 Tech-Prep Education DWI 1,996,416 1,914,982
84.265 Rehabilitation Training-State Vocational Rehabilitation Unit In-Service

Training
DWI 117,142

84.281 Eisenhower Professional Development State Grants (Note 14) EDU

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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U.S. Department of Education (Continued)
Direct Programs (Continued):
84.287 Twenty-First Century Community Learning Centers EDU 9,012,352 8,855,686
84.298 State Grants for Innovative Programs EDU 4,476,382 4,175,105

KCA 25,900
84.318 Education Technology State Grants EDU 8,391,563 8,350,632
84.323 Special Education-State Personnel Development EDU 472,442 472,442
84.326 Special Education - Technical Assistance and Dissemination to Improve 

Services and Results for Children with Disabilities
EDU 193,313 150,538

84.327 Special Education - Technology and Media Services for Individuals with 
Disabilities

EDU 169,051 169,051

84.330 Advanced Placement Program EDU 412,447 865
84.331 Grants to States for Incarcerated Youth Offenders CORR 123,275
84.332 Comprehensive School Reform Demonstration EDU 3,752,952 3,593,841
84.334 Gaining Early Awareness and Readiness for Undergraduate Programs

(Note 2)
CPE 2,353,587 1,748,650

84.336 Teacher Quality Enhancement Grants EPSB 1,598,587
84.343 Assistive Technology - State Grants for Protection and Advocacy PUBAD 64,777
84.346 Vocational Education-Occupational and Employment Information State

Grants
DWI 212,773 167

84.350 Transition to Teaching EDU 18,823
84.352 School Renovation Grants EDU 494,360 403,713
84.357 Reading First State Grants EDU 18,995,315 17,342,655
84.358 Rural Education EDU 5,597,438 5,595,135
84.365 English Language Acquisition Grants EDU 1,807,227 1,477,628
84.366 Mathematics and Science Partnerships EDU 465,832 451,838
84.367 Improving Teacher Quality State Grants (Note 2) EDU 44,229,985 44,136,808

CPE 1,033,252 1,024,368
84.369 Grants for State Assessments and Related Activities EDU 8,388,807 172,345

Passed Through From the Harlan Independent Board of Education:
84.215 Fund for the Improvement of Education KHS 359,299

Pass Through Grantor # - Various (Note 12)

Passed Through From the Letcher County Board of Education:
84.215 Fund for the Improvement of Education KHS 107,420

Pass Through Grantor # - Various (Note 12)

Passed Through From Bowling Green State University:
84.304 Civic Education-Cooperative Education Exchange Program AOC 13,750

Pass Through Grantor # - Q304A030004 (Note 12)

Passed Through From the Center for Civic Education:
84.929 We the People AOC 59,838

Pass Through Grantor # - Various (Note 12)

Total U.S. Department of Education $ 628,725,836 $ $ 419,318,767

U.S. National Archives and Records Administration
Direct Programs:
89.003 National Historical Publications and Records Grants DLA $ 12,098 $ $

Total U.S. National Archives and Records Administration $ 12,098 $ $

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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U.S. Department of Health and Human Services
Direct Programs:
93.003 Public Health and Social Services Emergency Fund CHFS $ 7,481,827 $ $ 7,321,490

MIL 30,004
EMSB 9,904

93.041 Special Programs for the Aging - Title VII, Chapter 3 - Programs for
Prevention of Elder Abuse, Neglect, and Exploitation

CHFS 74,596 74,596

93.042 Special Programs for the Aging - Title VII, Chapter 2 - Long Term Care
Ombudsman Services for Older Individuals

CHFS 228,169 118,224

93.043 Special Programs for the Aging - Title III, Part D - Disease Prevention
and Health Promotion Services

CHFS 351,498 349,673

Aging Cluster:
93.044 Special Programs for the Aging - Title III, Part B - Grants for Supportive

Services and Senior Centers
CHFS 5,510,447 5,170,124

93.045 Special Programs for the Aging - Title III, Part C - Nutrition Services CHFS 7,683,269 7,324,213
93.053 Nutrition Services Incentive Program CHFS 1,965,969 1,965,969

93.046 Special Programs for the Aging-Title III, Part D-In-Home Services for
Frail Older Individuals (Note 14)

CHFS

93.051 Alzheimer's Disease Demonstration Grants to States CHFS 219,367 207,600
93.052 National Family Caregiver Support CHFS 2,199,816 2,170,616
93.103 Food and Drug Administration-Research CHFS 5,000
93.104 Comprehensive Community Mental Health Services for Children with

Serious Emotional Disturbances (SED)
CHFS 510,063 492,962

93.110 Maternal and Child Health Federal Consolidated Programs CHFS 195,168 116,208
EDU 35,468

93.116 Project Grants and Cooperative Agreements for Tuberculosis Control
Programs (Note 13)

CHFS 995,264 35,778 820,675

93.127 Emergency Medical Services for Children EMSB 21,239
93.130 Primary Care Services - Resource Coordination and Developmen CHFS 91,954 22,000
93.136 Injury Prevention and Control Research and State and Community Based

Programs
CHFS 1,008,120 1,006,570

93.138 Protection and Advocacy for Individuals with Mental Illness PUBAD 388,961
93.150 Projects for Assistance In Transition from Homelessness (PATH) CHFS 352,000 352,000
93.197 Childhood Lead Poisoning Prevention Projects - State and Local

Childhood Lead Poisoning Prevention and Surveillance of Blood Lead 
Levels in Children

CHFS 823,556 726,027

93.217 Family Planning - Services CHFS 5,960,267 5,447,867
93.230 Consolidated Knowledge Development and Application (KD&A)

Program 
CHFS 49,927 49,927

93.234 Traumatic Brain Injury State Demonstration Grant Program CHFS 163,327 160,671
PUBAD 50,432

93.235 Abstinence Education Program CHFS 1,120,694 1,062,392
93.238 Cooperative Agreements for State Treatment Outcomes and Performance

Pilot Studies Enhancement
CHFS 234,315 189,237

93.243 Substance Abuse and Mental Health Services-Projects of Regional and
National Significance

CHFS 753,118 508,791

93.251 Universal Newborn Hearing Screening CHFS 139,529
93.259 Rural Access to Emergency Devices Grant EMSB 321,121
93.268 Immunization Grants (Note 13) CHFS 3,107,215 13,194,857 1,364,227
93.276 Drug-Free Communities Support Program Grants KVE 5,365
93.283 Centers for Disease Control and Prevention-Investigations CHFS 21,536,548 968,892 14,174,806

and Technical Assistance (Note 2) (Note 13) MIL 196,471
93.556 Promoting Safe and Stable Families CHFS 8,409,146 3,280,171

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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U.S. Department of Health and Human Services (Continued)
Direct Programs (Continued):
93.558 Temporary Assistance for Needy Families (Note 2) (Note 14) CHFS 131,409,862 12,598,319

DWI 3,171,377
OAG 400,050

KHCORP
93.563 Child Support Enforcement (Note 2) CHFS 38,403,099 23,752,364

OAG 151,748
93.568 Low-Income Home Energy Assistance (Note 2) CHFS 30,096,025 29,514,038
93.569 Community Services Block Grant CHFS 11,131,977 9,398,833
93.571 Community Services Block Grant Formula and Discretionary Awards

Community Food and Nutrition Programs
CHFS 64,338 64,338

Child Care Cluster:
93.575 Child Care and Development Block Grant (Note 2) CHFS 69,155,935 3,997,654
93.596 Child Care Mandatory and Matching Funds of the Child Care and

Development Fund (Note 2)
CHFS 46,692,201 7,945,322

93.576 Refugee and Entrant Assistance - Discretionary Grants EDU 124,435 117,965
93.585 Empowerment Zones Program FAC 490,926 490,926
93.586 State Court Improvement Program (Note 9) AOC 221,307
93.590 Community-Based Child Abuse Prevention Grants CHFS 1,078,164 287,263

AOC 20,497
93.597 Grants to States for Access and Visitation Programs CHFS 99,282 98,918
93.599 Chafee Education and Training Vouchers Program (ETV) CHFS 340,452
93.600 Head Start EDU 76,940
93.603 Adoption Incentive Payments CHFS 452,000
93.618 Voting Access for Individuals with Disabilities-Grants for Protection and 

Advocacy Systems
PUBAD 24,066

93.630 Developmental Disabilities Basic Support and Advocacy CHFS 1,109,102 655,970
Grants PUBAD 548,567

DWI 50,000 11,782
93.631 Developmental Disabilities Projects of National Significance CHFS 20,313
93.643 Children's Justice Grants to States AOC 62,833

CHFS 59,851
OAG 25,536

93.645 Child Welfare Services-State Grants CHFS 4,525,935
93.658 Foster Care-Title IV-E (Note 2) CHFS 51,941,249

JUV 1,737,498
AOC 280,367

93.659 Adoption Assistance (Note 2) CHFS 23,629,723
93.667 Social Services Block Grant (Note 2) CHFS 15,919,934 754,463

JUV 7,569,930
93.669 Child Abuse and Neglect State Grants CHFS 443,817 77,038
93.671 Family Violence Prevention and Services/Grants for Battered Women's

Shelters/Grants to State and Indian Tribes
CHFS 1,693,093 1,674,479

93.674 Chafee Foster Care Independence Program CHFS 1,593,090 907,053
93.767 State Children's Insurance Program (Note 2) CHFS 70,319,732 99,800

Medicaid Cluster:
93.775 State Medicaid Fraud Control Units (Note 2) OAG 1,399,094
93.777 State Survey and Certification of Health Care Providers and Suppliers

(Note 2)
CHFS 6,092,161

93.778 Medical Assistance Program (Note 2) CHFS 3,037,272,436
OAG 112,014

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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U.S. Department of Health and Human Services (Continued)
Direct Programs (Continued):
93.779 Centers for Medicare and Medicaid Services (CMS) Research,

Demonstration and Evaluations
CHFS 1,149,339 1,037,808

93.781 Seed Grants to States for Qualified High-Risk Pools EPPC 4,535,634
93.917 HIV Care Formula Grants CHFS 7,365,093 7,117,824
93.931 Demonstration Grants to States for Community Scholarship (Note 14) CHFS
93.938 Cooperative Agreements to Support Comprehensive School Health

Programs to Prevent the Spread of HIV and Other Important Health
EDU 498,719 371,276

Problems CHFS 90,380 7,517
93.940 HIV Prevention Activities - Health Department Based (Note 13) CHFS 2,125,429 8,887 1,719,530
93.944 Human Immunodeficiency Virus (HIV)/Acquired Immunodeficiency

Virus Syndrome (AIDS) Surveillance
CHFS 136,705 45,381

93.945 Assistance Programs for Chronic Disease Prevention and Control CHFS 343,181 202,051
93.952 Trauma Care Systems Planning and Development EMSB 40,004
93.958 Block Grants for Community Mental Health Services CHFS 5,477,512 5,463,517

DWI 75,000
CORR 50,000

93.959 Block Grants for Prevention and Treatment of Substance CHFS 20,794,641 20,793,174
Abuse (Note 2) KSP 40,727

93.977 Preventive Health Services - Sexually Transmitted Diseases Control
Grants (Note 13)

CHFS 1,268,480 297,856 294,604

93.982 Mental Health Disaster Assistance and Emergency Mental Health MIL 939,536
93.988 Cooperative Agreements for State-Based Diabetes Control Programs and

Evaluation of Surveillance Systems
CHFS 601,437 523,308

93.991 Preventive Health and Health Services Block Grant CHFS 1,687,778 1,645,108
93.994 Maternal and Child Health Services Block Grant to the States CHFS 12,094,861 7,365,273

Total U.S. Department of Health and Human Services $ 3,691,554,546 $ 14,506,270 $ 193,509,932

U.S. Corporation for National and Community Service
Direct Programs:
94.003 State Commissions CHFS $ 156,495 $ $
94.004 Learn and Serve America-School and Community Based Programs EDU 304,316 273,000

(Note 14) CHFS
94.005 Learn and Serve America Higher Education CPE 1,868
94.006 AmeriCorps CHFS 1,916,763 1,796,060
94.007 Planning and Program Development Grants CHFS 39,402 33,786
94.009 Training and Technical Assistance CHFS 68,568

Foster Grandparents/Senior Companion Cluster:
94.011 Foster Grandparent Program CHFS 519,871 111,296

94.NA(1) Clinical Laboratory Improvement Act CHFS 456,203

Total U.S. Corporation for National and Community Service $ 3,463,486 $ $ 2,214,142

U.S. Social Security Administration
Direct Programs:
Disability Insurance/SSI Cluster:
96.001 Social Security-Disability Insurance (Note 2) CHFS $ 39,028,702 $ $

96.009 Social Security State Grants for Work Incentive Assistance to Disabled 
Beneficiaries

PUBAD 131,831

Total U.S. Social Security Administration $ 39,160,533 $ $

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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U. S. Department of Homeland Security
Direct Programs:
Homeland Security Cluster:
97.004 State Domestic Preparedness Equipment Support Program (Note 2) MIL $ 15,124,107 $ $ 15,012,869

KOHS 2,485,748 1,950,065
KSP 1,152,902
KVE 678,888
DCJT 532,895
EPPC 180,695
EMSB 160,000
AGR 62,672
JUST 47,113
COT 44,930
TC 42,033

97.067 Homeland Security Grant Program (Note 2) (Note 14) MIL 1,014,747 146,167
KOHS

97.008 Urban Areas Security Initiative KOHS 446,226 446,226
97.012 Boating Safety Financial Assistance F&W 693,245
97.017 Pre-Disaster Mitigation (PDM) Competitve Grants MIL 32,321 32,321
97.020 Hazardous Materials Training Program MIL 1,905
97.021 Hazardous Materials Assistance Program (Note 14) MIL
97.023 Community Assistance Program State Support Services Element (CAP-

SSSE)
EPPC 149,203 25,998

97.032 Crisis Counseling MIL 297,556 90,359
97.036 Public Assistance Grants MIL 15,833,004 15,565,180

TC 2,672,955
97.039 Hazardous Mitigation Grant MIL 2,104,203 2,064,585
97.040 Chemical Stockpile Emergency Preparedness Program MIL 4,533,071 3,706,188

CHFS 124,982 124,982
97.041 National Dam Safety Program EPPC 82,710 10,707
97.042 Emergency Management Performance Grants MIL 1,376,931 962,397
97.045 Cooperating Technical Partners (Note 14) EPPC
97.047 Pre-Disaster Mitigation MIL 273,672 45,891
97.051 State and Local All Hazards Emergency Operations Planning MIL 4,932
97.052 Emergency Operations Centers MIL 9,336
97.053 Citizen Corps MIL 4,782 4,782

CHFS 494
97.054 Community Emergency Response Teams MIL 103,288 103,129

KOHS 21,621
97.070 Map Modernization Management Support EPPC 10,687
97.078 Buffer Zone Protection Plan (BZPP) (Note 14) KOHS
97.055 Interoperable Communications Equipment (Note 14) PARKS

Total U.S. Department of Homeland Security $ 50,303,854 $ $ 40,291,846

Other Federal Assistance
Direct Programs:
NA Joint Funding Administration (Note 8) GOLD $ 727,749 $ $ 727,749

Total Other Federal Assistance $ 727,749 $ $ 727,749

Total All State Organizations $ 6,067,870,243 $ 880,245,744 $ 1,040,830,653

See accompanying Notes to the Schedule of Expenditures of Federal Awards
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Note 1 - Purpose of the Schedule and Significant Accounting Policies 
 
Basis of Presentation - OMB Circular A-133, Audits of States, Local Governments, and 
Non-Profit Organizations, requires a Schedule of Expenditures of Federal Awards 
showing each federal financial assistance program as identified in the Catalog of Federal 
Domestic Assistance. The accompanying schedule includes all federal grant activity for 
the Commonwealth, except those programs administered by state universities, and is 
presented primarily on the basis of cash disbursements as modified by the application of 
Kentucky Revised Statute (KRS) 45.229. Consequently, certain expenditures are 
recorded in the accounts only when cash is disbursed. The Commonwealth elected to 
exclude state universities from the statewide single audit, except as part of the audit of the 
basic financial statements.  
 
KRS 45.229 provides that the Finance and Administration Cabinet may, “for a period of 
thirty (30) days after the close of any fiscal year, draw warrants against the available 
balances of appropriations made for that fiscal year, for the payment of expenditures 
incurred during that year or in fulfillment of contracts properly made during the year, but 
for no other purpose.”  However, there is an exception to the application of KRS 45.229 
in that regular payroll expenses incurred during the last pay period of the fiscal year are 
charged to the next year.  
 
The basic financial statements of the Commonwealth are presented on the modified 
accrual basis of accounting for the governmental fund financial statements and the 
accrual basis of accounting for the government-wide, proprietary fund, and fiduciary fund 
financial statements.  Therefore, the schedule may not be directly traceable to the basic 
financial statements in all cases.  
 
Noncash assistance programs are not reported in the basic financial statements of the 
Commonwealth for FY 05. The noncash expenditures presented on this schedule 
represent the noncash assistance expended using the method or basis of valuation 
described in Note 13.   
 
Clusters of programs are indicated in the schedule by light gray shading. 
 
Programs that do not have CFDA numbers are identified using the two-digit federal 
identifier prefix, and the letters “NA” to denote that no specific number is applicable. 
Each program is numbered in parentheses, following the NA for each federal grantor. 
 
The state agencies’ schedule is presented on the cash, modified cash, or accrual basis of 
accounting. 
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Note 1 - Purpose of the Schedule and Significant Accounting Policies (Continued) 
 
Inter-Agency Activity - Certain transactions relating to federal financial assistance may 
appear in the records of more than one (1) state agency.  To avoid the overstatement of 
federal expenditures, the following policies were adopted for the presentation of the 
schedule:  
 
(a) Federal moneys may be received by a state agency and passed through to another 

state agency where the moneys are expended.  Except for pass-throughs to state 
universities as discussed below, this inter-agency transfer activity is reported by the 
agency expending the moneys.  
 
State agencies that pass federal funds to state universities report those amounts as 
expenditures.  
 

(b) Federal moneys received by a state agency and used to purchase goods or services 
from another state agency are reported in the schedule as an expenditure by the 
purchasing agency only.  

 
Note 2 - Type A Programs  
 
Type A programs for the Commonwealth mean any program for which total expenditures 
of federal awards exceeded $20 million for FY 05.  The Commonwealth had the 
following programs (cash and noncash) that met the Type A program definition for FY 
05, some of which were administered by more than one (1) state agency.  Certain 
component units and agencies audited by certified public accounting firms had lower 
dollar thresholds.  The Commonwealth identified clusters among the Type A programs 
by gray shading.  These Type A programs and clusters were: 
 

CFDA # Program Title Expenditures 
  
Food Stamp Cluster: 
10.551 Food Stamps 597,365,451
10.561 State Administrative Matching Grants for Food 

Stamp Program 
29,035,811

  
Child Nutrition Cluster: 
10.553 School Breakfast Program 39,372,766
10.555 National School Lunch Program 115,141,405
10.556 Special Milk Program for Children 44,692
10.559 Summer Food Service Program for Children 7,296,196
  
10.557 Special Supplemental Nutrition Program for 

Women, Infants, and Children 
96,514,894
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Note 2 - Type A Programs (Continued) 
 

CFDA # Program Title Expenditures 
  
10.558 Child and Adult Care Food Program 26,555,935
10.766 Community Facilities Loans and Grants 79,498,256
14.117 Mortgage Insurance – Homes 144,346,455
  
Section 8 Project-Based Cluster: 
14.182 Lower Income Housing Assistance Program – 

Section 8 New Construction/Substantial 
Rehabilitation 

87,898,222

14.856 Lower Income Housing Assistance Program – 
Section 8 Moderate Rehabilitation 

90,029

  
14.228 Community Development Block Grants/State’s 

Program 
44,584,888

14.239 HOME Investment Partnerships Program 27,284,686
14.871 Section 8 Housing Choice Vouchers 21,889,628
17.225 Unemployment Insurance 433,082,794
17.245 Trade Adjustment Assistance-Workers 29,390,366
  
Workforce Investment Act Cluster: 
17.258 WIA Adult Program 14,979,725
17.259 WIA Youth Activities 14,578,144
17.260 WIA Dislocated Workers 15,672,243
  
Highway Planning and Construction Cluster: 
20.205 Highway Planning and Construction 445,676,993
 
64.114 Veterans Housing-Guaranteed and Insured 

Loans 
14,127,401

66.458 Capitalization Grants for Clean Water State 
Revolving  Funds 

17,848,139

66.468 Capitalization Grants for Drinking Water State 
Revolving Funds 

9,155,430

84.002 Adult Education-State Grant Program 9,750,177
84.010 Title I Grants to Local Educational Agencies 147,730,641
  
Special Education Cluster: 
84.027 Special Education - Grants to States 123,155,195
84.173 Special Education – Preschool Grants 10,705,673
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Note 2 - Type A Programs (Continued) 
 

CFDA # Program Title Expenditures 
  
Student Financial Assistance Program Cluster: 
84.032 Federal Family Education Loans 125,611,782
  
84.126 Rehabilitation Services – Vocational 

Rehabilitation Grants to States 
50,735,776

84.334 Gaining Early Awareness and Readiness for 
Undergraduate Programs 

2,353,587

84.367 Improving Teacher Quality State Grants 45,263,237
93.283 Centers for Disease Control and Prevention-

Investigations and Technical Assistance 
22,701,911

93.558 Temporary Assistance for Needy Families 134,981,289
93.563 Child Support Enforcement 38,554,847
93.568 Low-Income Home Energy Assistance 30,096,025
  
Child Care Cluster: 
93.575 Child Care and Development Block Grant 69,155,935
93.596 Child Care Mandatory and Matching Funds of 

the Child Care and Development Fund 
46,692,201

  
93.658 Foster Care-Title IV-E 53,959,114
93.659 Adoption Assistance 23,629,723
93.667 Social Services Block Grant 23,489,864
93.767 State Children’s Insurance Program 70,319,732
  
Medicaid Cluster: 
93.775 State Medicaid Fraud Control Units  1,399,094
93.777 State Survey and Certification of Health Care 

Providers and Suppliers 
6,092,161

93.778 Medical Assistance Program 3,037,384,450
  
93.959 Block Grants for Prevention and Treatment of 

Substance Abuse 
20,835,368

  
Disability Insurance/SSI Cluster: 
96.001 Social Security – Disability Insurance 39,028,702
  

 
 
 
 



COMMONWEALTH OF KENTUCKY 
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 

41 

Note 2 - Type A Programs (Continued) 
 

CFDA # Program Title Expenditures 
  
Homeland Security Cluster: 
97.004 State Domestic Preparedness Equipment 

Support Program 
20,511,983

97.067 Homeland Security Grant Program 1,014,747
  

 Total Type A Programs $ 6,466,583,763
 
 
Note 3 - Federally Assisted Loan Programs  
 
The Commonwealth has several loan programs made possible with initial advances in 
prior years from the federal government.  In addition, the federal government guarantees 
some loan programs. 
 
a) The Kentucky Rural Rehabilitation Student Loan Program was initially awarded 
$672,629 in 1970 by the U. S. Farmers Home Administration.  Since 1970, the program 
has operated on interest from student loans outstanding and on income from investments 
administered by the Office of Financial Management.  The Department of Agriculture is 
no longer in the business of making student loans and reassigned all loans in payment 
compliance to the Kentucky Higher Education Assistance Authority (KHEAA).  The 
Department of Agriculture retained only those loans that had a delinquent payment 
history.  This program is currently in phase-out status, with authorization from the U. S. 
Department of Agriculture (USDA) to eliminate the principal through issuance of 
specific grants and scholarships.  Most outstanding loans have been classified as 
contingent uncollectible liabilities; however, if loan payments are received, they are 
directly deposited into the principal account.  The total amount of money in the 
investment account as of June 30, 2005 was $612,290.72.  Student loans and investment 
earned interest of $19,045.23.  Funds in the amount of $54,410.10 were transferred from 
the expenditure account for scholarships, to which this excess amount had been 
transferred in error during a prior fiscal year.  Outstanding student loans totaled 
$64,466.46.  The total grants and scholarships authorized by the USDA in FY 05 totaled 
$111,435.95. 
 
b) Total moneys for the Gas System Restoration Project, administered by the Kentucky 
Infrastructure Authority (CFDA #11.307), consist of $3,150,000 from the U.S. Economic 
Development Administration; $500,000 from the U.S. Appalachian Regional 
Commission; and, $650,000 in state matching money, for a total commitment to the 
revolving loan program of $4,300,000.  All monies had been received and paid out by 
June 30, 2004.  In addition, principal and interest repaid is available for lending. 
 



COMMONWEALTH OF KENTUCKY 
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 

42 

 
Note 3 - Federally Assisted Loan Programs (Continued) 
 
c)  The Kentucky Higher Education Student Loan Corporation (KHESLC) issues revenue 
bonds in order to purchase student loans authorized under the Federal Family Education 
Loans program (CFDA #84.032).  The KHEAA guarantees substantially all loans made 
and purchased by the KHESLC.  The U.S. Department of Education provides for 
reinsurance of loans guaranteed by the KHEAA. 
 
d) The Kentucky Infrastructure Authority administers wastewater revolving loan 
programs (CFDA #66.458 and 66.468) funded by the U.S. Environmental Protection 
Agency’s Capitalization Grants for State Revolving Funds.  During the year ended June 
30, 2005, the Authority issued loans totaling $25,000,142 (federal portion), with 
outstanding loans of $308,995,462 at year-end. 
 
e)  The Department of Housing and Urban Development’s Mortgage Insurance-Homes 
(CFDA #14.117), Department of Agriculture’s Community Facilities Loans and Grants 
(CFDA #10.766), and Department of Veterans Affairs’ Veterans Housing-Guaranteed 
and Insured Loans (CFDA #64.114) represent the loans originated in FY 04 by the 
Kentucky Housing Corporation.  The cumulative outstanding balance of the Mortgage 
Insurance Program, Community Facilities Loans and Grants Program, and Veterans 
Housing and Guaranteed Loans Program loans originated by the Kentucky Housing 
Corporation is $783,848,782, $305,935,725, and $89,105,664, respectively at June 30, 
2005. 
 
 
Note 4 – Violence Against Women Formula Grants (CFDA #16.588) 
 
An audit of the Administrative Office of the Courts by the Kentucky Justice and Public 
Safety Cabinet resulted in $100.97 being determined unallowable and being returned to 
the Kentucky Justice and Public Safety Cabinet. 
 
 
Note 5 - Unemployment Insurance (CFDA #17.225)  
 

The Commonwealth paid out $404,517,843 in benefits in FY 05.  The amounts shown on 
the accompanying schedule reflect both the amount expended for benefits from the Trust 
Fund and an additional $28,564,951 of federal funds expended for administration of the 
program, resulting in a combined total of $433,082,794 in federal expenditures. 
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Note 6 - Highway Planning and Construction (CFDA #20.205) 
 

The information reported for this 20.205 Highway Planning and Construction program 
represents the activity of all open projects during FY 05.  These projects were funded 
from several apportionments.  Apportionments refer to a federal, statutorily prescribed 
division or assignment of funds.  The expenditures reflected on the schedule include 
expenditures for advance construction projects, which are not yet under agreements with 
the Federal Highway Administration. 
 
Program Income - The Highway Planning and Construction Program earned program 
income of $1,745,813.69 in FY 05.  This income was earned in the right-of-way phase 
through the sale and rental of real property.  Income earned in this manner was classified 
as a negative expenditure, resulting in a reduction to federal expenditures for the current 
year. 
 
Refunds - Expenditures for the Highway Planning and Construction Program were shown 
net of any refunds, resulting from a reimbursement of prior or current year expenditures.  
Refunds totaled $3,267,825 for FY 05. 
 
 
Note 7 - Outdoor Recreation - Acquisition, Development and Planning     

(CFDA # 15.916) and Recreational Trails Program (CFDA # 20.219) 
 

Administrative costs are shown as expended when received from the federal government.  
These costs are recovered through a negotiated, fixed indirect cost rate.  Any over or 
under recovery will be recouped in the future. 
 

 
Note 8 - Joint Funding Administration 

 
The Joint Funding Administration Program (listed in the schedule under Other Federal 
Assistance) consists of grants from the following federal agencies: 

 
• U.S. Department of Commerce 
• U.S. Department of Housing and Urban Development 
• U.S. Appalachian Regional Commission 
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Note 9 - Research and Development Expenditures 
 
OMB Circular A-133 Section 105 states, “Research and development (R&D) means all 
research activities, both basic and applied, and all development activities that are 
performed by a non-federal entity.” 
 
The expenditures presented in the SEFA include R&D expenditures.  The R&D portion 
of the expenditures for each program is listed below. 
 

CFDA # Program Title 
State 

Organization Expenditures 
    
10.028 Wildlife Services F&W  $6,983  
15.605 Sport Fish Restoration F&W 1,397,694 
15.615 Cooperative Endangered Species 

Conservation Fund 
F&W 90,178 

15.634 State Wildlife Grants F&W 126,244 
16.579 Byrne Formula Grant Program AOC 6,878 
16.585 Drug Court Discretionary Grant Program AOC 192,071 
84.126 Rehabilitation Services-Vocational 

Rehabilitation Grants to States 
DWI 64,150 

93.586 State Court Improvement Program AOC 40,000 
 
 

 
Total R&D Expenditures 

 
 

 
$1,924,198 

 
 
Note 10 - Community Development Block Grants/State’s Program (CFDA #14.228)  
 
The Commonwealth matches the federal portion of administration dollar for dollar.  Cash 
expenditures include the federal portion of administration.   
 
 
Note 11 - Wildlife Restoration (CFDA #15.611) 
 
The Department of Fish and Wildlife Resources leases properties from the U.S. Army 
Corp of Engineers for Condition Three and Condition Five Projects. These projects 
stipulate that the properties leased be managed for wildlife purposes and may produce 
income. The leases for wildlife management rights on these properties are non-monetary. 
The Department of Fish and Wildlife Resources currently leases the following properties: 

• Barren River 
• Green River 
• Dewey Lake 
• Fishtrap Lake 
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Note 11 - Wildlife Restoration (CFDA #15.611) (Continued) 
 

Any expenditure in excess of revenue from each property listed above will be eligible for 
reimbursement under the Wildlife Restoration grant (CFDA # 15.611) from the U.S. 
Department of the Interior. The properties listed above are not reimbursed with federal 
funds if the grant has already been expended to manage other wildlife properties. 

 
 
Note 12 – Pass Through Programs 
 
OMB Circular A-133 Section 105 defines a recipient as “a non-Federal entity that 
expends Federal awards received directly from a Federal awarding agency to carry out a 
Federal program” and a pass-through entity as “a non-Federal entity that provides a 
Federal award to a subrecipient to carry out a Federal program.” 
 
Federal program funds can be received directly from the federal government or passed 
through from another entity. Below is a list of all federal programs that are either (1) 
passed through, or (2) both direct and passed through. 

 

Received From Direct/Pass Through 
(Grantor #) 

State Agency Amount 

    
Public Safety Partnership and Community Policing Grants (CFDA #16.710) 
    

U.S. Department of Direct KSP $ 287,381  
Justice Direct OAG 62,247  

Total Public Safety Partnership and Community Policing Grants $ 349,628  
    
Fund for the Improvement of Education (CFDA #84.215) 
    

U.S. Department of 
Education 

Direct EDU $ 77,619  

Harlan Independent Board 
of Education 

Pass Through (Various) KHS 359,299  

Letcher County Board of 
Education 

Pass Through (Various) KHS 107,420  

      Total Fund for the Improvement of Education $ 544,338  
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Note 12 – Pass Through Programs (Continued) 
 

Received From Direct/Pass Through 
(Grantor #) 

State Agency Amount 

    
Civic Education – Cooperative Education Exchange Program (CFDA #84.304) 
    

Bowling Green State 
University 

Pass Through 
(Q304A030004) 

AOC     $13,750  

      Total Civic Education – Cooperative Education Exchange  
      Program       $13,750  
 
We the People (CFDA #84.929) 
 
Center for Civic Education Pass Through (Various) AOC  $59,838  
      Total We The People $59,838  
 

 
Note 13 – Noncash Expenditure Programs 
 
The Commonwealth’s noncash programs and a description of the method/basis of 
valuation follow. 
 
CFDA # Program Title Amount Method/Basis of Valuation 
    
10.550 Food Donation $18,322,215  Commodities issued per ECOS 

Report dated 8/11/05. 
 

10.550 Food Donation 9,651 Food Services Program Report 
 

10.551 Food Stamps 597,365,451 Electronic Benefit Transfer 
Issuance 
 

10.565 Commodity Supplemental 
Food Program 

4,888,868 Quantity issued to recipients 
valued using April 2005 
Commodity File. 
 

10.569 Emergency Food Assistance 
Program (Food Commodities) 

5,592,215 Quantity issued to recipients 
valued using April 2005 
Commodity File. 
 

10.664 Cooperative Forestry 
Assistance 

527,492 Determined by Federal 
government. 
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Note 13 – Noncash Expenditure Programs (Continued) 
 
CFDA # Program Title Amount Method/Basis of Valuation 
    
10.766 Community Facilities Loans 

and Grants 
79,498,256 Book value of loans. 

10.914 Wildlife Habitat Incentive 
Program 

17,499 Per award, $5,833 per month 
for April through June 2005. 
 

14.117 Mortgage Insurance-Homes 144,346,455 Book value of loans. 

15.250 Regulation of Surface Coal 
Mining and Surface Effects of 
Underground Coal Mining 
 

40,985 Controlled property inventory. 

39.003 Donation of Federal Surplus 
Personal Property 

759,660 23.3% of federal acquisition 
cost ($3,260,342). 
 

64.114 Veterans Housing - 
Guaranteed and Insured Loans 

14,127,401 Book value of loans. 

66.606 Surveys, Studies, 
Investigations and Special 
Purpose Grants 

243,326 EPA contracts with Research 
Triangle, National Park 
Service, and Eastern Research 
Group and actual cost of filters 
purchased by EPA for NREPC. 
 

93.116 Project Grants and Cooperative 
Agreements for Tuberculosis 
Control Programs 

35,778 Per authorized award for 
personnel and travel. 

93.268 Immunization Grants 13,194,857 Per authorized award for 
personnel, vaccine costs, and 
travel. 

93.283 Centers for Disease Control 
and Prevention-Investigations 
and Technical Assistance 

968,892 Per authorized award. 

93.940 HIV Prevention Activities - 
Health Department Based 

8,887 Per authorized award for 
personnel costs. 
 

93.977 Preventive Health Services - 
Sexually Transmitted Diseases 
Control Grants 
 

297,856 Per authorized award for 
personnel costs. 

 Total Noncash Expenditures $ 880,245,744  
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Note 14 - Zero Expenditure Programs 
 
These programs had no expenditures related to the respective state organization during 
FY 05.  The zero expenditure programs included programs with no activity during the 
year, such as old programs not officially closed out or new programs issued late in the 
fiscal year.  They also included programs with activity other than expenditures. For 
CFDA numbers with multiple state organizations listed, the schedule is presented in 
descending expenditure amount order. 
 
 
Note 15 – Adult Education – State Grant Program (CFDA #84.002) 
 
During FY 05, as a result of and Executive Order issued by the Governor of the 
Commonwealth of Kentucky, the Department of Adult Education and Literacy (DAEL) 
within the Cabinet for Workforce Development was abolished. All functions and 
activities associated with adult education and literacy were assigned to the Council on 
Postsecondary Education. All receipts and expenditures for grants prior to FY 05 for 
DAEL were accounted for by the Cabinet for Workforce Development. 
 
 
Note 16 - Activity Occurring in Programs with Inventoriable Items 

 
The Department of Agriculture operates a warehouse in Louisville, Kentucky for the 
Commodity Supplemental Food Program (CFDA #10.565).  The dollar value of the 
inventory, based on the USDA Commodity File dated April 2005 is as follows: 

 
  Commodity Supplemental 

Food Program 

      CFDA #10.565 

Beginning Inventory, July 1, 2004 $ 122,359  

     Received 5,312,793 

     Issued to Recipients (4,888,868)

Ending Inventory, June 30, 2005 $ 546,284  

 
 
Note 17 – Byrd Honors Scholarships Program (CFDA #84.185) 
 
The Byrd Honors Scholarships Program was moved from the Kentucky Department of 
Education to the Kentucky Higher Education Assistance Authority. 
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Note 18 – Federal Family Education Loans (CFDA #84.032) 
 
Certain KHESLC-owned loans were identified with a special allowance code that 
indicated these loans were eligible to receive a guaranteed minimum rate of return of 
9.5% per year, less the applicable interest rate for the student loan.  These loans were 
made or acquired after October 1, 2004 from “recycled” proceeds of loans eligible for the 
9.5 %/half special allowance payments, but no longer held in a pre-October 1, 1993 tax-
exempt bond estate.  With respect to the loans referred to above, management sought 
advice from external legal counsel, who advised them that the loans in question did not 
qualify for the 9.5%/half SAP.  This same issue was raised in connection with a review 
by U.S. Department of Education (USDE) auditors who conducted a review of the 
Corporation’s loan portfolio.  However, because of the complex and unclear rules 
involved, the USDE auditors indicated that they would have to seek additional guidance 
from their superiors to determine if the above matter was handled properly. 
 
 
Note 19 – Election Reform Payments (CFDA #39.011) 
 
Interest earned must be used for additional program expenditures. 

 
Note 20 – Subsequent Event Related to CFDA 84.126 

 
Payments made to individuals on behalf of the Education Cabinet, Division of Workforce 
Investment, and to agencies of the Commonwealth are the subject of a federal criminal 
investigation by the U.S. Attorney, Western District of KY, a federal bankruptcy 
proceeding, and an investigation by the Attorney General of potential state civil and 
criminal causes of action.  At this time, potential causes of action and recovery amounts 
are not known. 
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Report on Internal Control Over Financial Reporting 
and on Compliance and Other Matters Based on an Audit of Financial Statements 

Performed in Accordance With 
Government Auditing Standards 

 
Honorable Ernie Fletcher, Governor 

Cabinet Secretaries and Agency Heads 
Members of the Commonwealth of Kentucky Legislature 
 

We have audited the financial statements of the governmental activities, business-type 
activities, the aggregate discretely presented component units, each major fund, and the 
aggregate remaining fund information of the Commonwealth of Kentucky as of and for 
the year ended June 30, 2005, which collectively comprise the Commonwealth’s basic 
financial statements and have issued our report thereon dated December 22, 2005.  
Several agencies were tested for compliance and internal control requirements in 
accordance with Government Auditing Standards by other auditors, whose reports 
thereon have been furnished to us. However, the audit report for Kentucky State 
University has not been released as of the date of this report and therefore those financial 
statements have not been audited. 
 
We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit, we considered the Commonwealth’s internal 
control over financial reporting in order to determine our auditing procedures for the 
purpose of expressing our opinions on the financial statements and not to provide an 
opinion on the internal control over financial reporting.  However, we noted certain 
matters involving the internal control over financial reporting and its operation that we 
consider to be reportable conditions.  Reportable conditions involve matters coming to 
our attention relating to significant deficiencies in the design or operation of the internal 
control over financial reporting that, in our judgment, could adversely affect the 
Commonwealth’s ability to record, process, summarize, and report financial data 
consistent with the assertions of management in the financial statements.  Reportable 
conditions are described in the accompanying schedule of findings and questioned costs 
as items 05-CHFS1-1, 05-CHFS2-2, 05-CHFS3-3, 05-CHFS4-4, 05-CHFS5-5,  
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05-CHFS6-6, 05-CHFS7-7, 05-DOC1-9, 05-DOC2-10, 05-DWI1-11, 05-DWI2-12, 05-
DWI3-13, 05-DWI4-14, 05-FAC1-15, 05-FAC2-16, 05-FAC3-17, 05- FAC4-18, 05-
FAC5-19, 05-FAC6-20, 05-FAC8-22, 05-FAC9-23, 05-FAC10-24, 05-FAC11-38, 05-
FAC12-39, 05-FAC13-40, 05-PARKS1-25, 05-PARKS2-26, 05-REV1-28, 05-REV2-29, 
05-REV3-30, 05-TC1-31, 05-TC2-32, 05-TC3-33, 05-TC4-34, 05-TC5-35, 05-TC6-36, 
and 05-TC7-37. 
 
A material weakness is a reportable condition in which the design or operation of one or 
more of the internal control components does not reduce to a relatively low level the risk 
that misstatements caused by error or fraud in amounts that would be material in relation 
to the financial statements being audited may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions.  Our 
consideration of the internal control over financial reporting would not necessarily 
disclose all matters in the internal control that might be reportable conditions and, 
accordingly, would not necessarily disclose all reportable conditions that are also 
considered to be material weaknesses.  However, of the reportable conditions described 
above, we consider items 05-FAC11-38, 05-FAC12-39, and 05-FAC13-40 to be material 
weaknesses. We also noted other matters involving internal control over financial 
reporting, which we have reported to management. 
 
Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the Commonwealth’s financial 
statements are free of material misstatement, we performed tests of its compliance with 
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance 
with which could have a direct and material effect on the determination of financial 
statement amounts.  However, providing an opinion on compliance with those provisions 
was not an objective of our audit, and accordingly, we do not express such an opinion.  
The results of our tests disclosed instances of noncompliance and other matters that are 
required to be reported under Government Auditing Standards and which are described in 
the accompanying schedule of findings and questioned costs as item 05-CPE1-8, 05-
DOC2-10, 05-FAC7-21, 05-PARKS1-25, 05-PARKS2-26, 05-PERS1-27, and 05-TC7-
37. We also noted certain additional matters that we reported to management. 
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(Continued) 
 
This report is intended solely for the information and use of the management, and 
members of the legislature, and is not intended to be and should not be used by anyone 
other than these specified parties.  
 
 

Sincerely, 

         
Crit Luallen 
Auditor of Public Accounts 
 

Audit Fieldwork Completed- 
December 22, 2005 

 



 

 

 
 
 
 
 

Report on Compliance With Requirements Applicable to Each 
Major Program and on Internal Control Over Compliance in 

Accordance With OMB Circular A-133 and on the 
Schedule of Expenditures of Federal Awards 

 
 
Honorable Ernie Fletcher, Governor 

Cabinet Secretaries and Agency Heads 
Members of the Commonwealth of Kentucky Legislature 
 

 
Compliance 
 
We have audited the compliance of the Commonwealth of Kentucky with the types of 
compliance requirements described in the U.S. Office of Management and Budget 
(OMB) Circular A-133 Compliance Supplement that are applicable to each of its major 
federal programs for the year ended June 30, 2005.  Several agencies were audited for 
compliance requirements in accordance with OMB Circular A-133 by other auditors, 
whose reports thereon have been furnished to us, and our opinion presented herein, 
insofar as it relates to these agencies listed in Appendix 1 to this report, is based on the 
reports of the other auditors.   
 
The Commonwealth’s major federal programs are identified in the summary of auditor’s 
results section of the accompanying schedule of findings and questioned costs.  
Compliance with the requirements of laws, regulations, contracts, and grants applicable 
to each of its major federal programs is the responsibility of the Commonwealth’s 
management.  Our responsibility is to express an opinion on the Commonwealth’s 
compliance based on our audit. 
 
The Commonwealth’s basic financial statements included the operations of the state 
universities, which expended $916,901,186 in federal awards that are not included in the 
schedule of expenditures of federal awards for the year ended June 30, 2005. The 
expenditure amount for Kentucky State University was not available and no expenditures 
relating to Kentucky State University have been included in the above amount. Our audit, 
described below, did not include the operations of the state universities because they 
engaged other auditors to perform an audit in accordance with OMB Circular A-133. 
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Report on Compliance With Requirements Applicable to Each 
Major Program and on Internal Control Over Compliance in 
Accordance With OMB Circular A-133 and on the 
Schedule of Expenditures of Federal Awards 
(Continued) 
 
We conducted our audit of compliance in accordance with auditing standards generally 
accepted in the United States of America; the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the 
United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations.  Those standards and OMB Circular A-133 require that we plan and 
perform the audit to obtain reasonable assurance about whether noncompliance with the 
types of compliance requirements referred to above that could have a direct and material 
effect on a major federal program occurred.  An audit includes examining, on a test basis, 
evidence about the Commonwealth’s compliance with those requirements and 
performing such other procedures as we considered necessary in the circumstances.  We 
believe that our audit provides a reasonable basis for our opinion.  Our audit does not 
provide a legal determination of the Commonwealth’s compliance with those 
requirements. 
 
In our opinion, based on our audit and the reports of other auditors, the Commonwealth 
complied, in all material respects, with the requirements referred to above that are 
applicable to each of its major federal programs for the year ended June 30, 2005.  
However, the results of our auditing procedures disclosed other instances of 
noncompliance with those requirements, which are required to be reported in accordance 
with OMB Circular A-133 and which are described in the accompanying schedule of 
findings and questioned costs as items 05-AGR2-41, 05-AGR3-42, 05-CHFS12-43, 05-
CHFS13-44, 05-CPE2-47, 05-DFWR2-49, 05-DFWR3-50, 05-DMA2-51, 05-DMA3-52, 
05-DMA4-53, 05-DMA6-55, 05-JUST2-64, 05-JUST3-65, 05-JUST4-66, 05-JUST5-67, 
05-JUST6-68.  We also noted certain immaterial instances of noncompliance, which we 
have reported to management. 
 
Internal Control Over Compliance  
 
The management of the Commonwealth is responsible for establishing and maintaining 
effective internal control over compliance with the requirements of laws, regulations, 
contracts, and grants applicable to federal programs.  In planning and performing our 
audit, we considered the Commonwealth’s internal control over compliance with 
requirements that could have a direct and material effect on a major federal program in 
order to determine our auditing procedures for the purpose of expressing our opinion on 
compliance and to test and report on the internal control over compliance in accordance 
with OMB Circular A-133. 
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Report on Compliance With Requirements Applicable to Each 
Major Program and on Internal Control Over Compliance in 
Accordance With OMB Circular A-133 and on the 
Schedule of Expenditures of Federal Awards 
(Continued) 
 
We noted certain matters involving the internal control over compliance and its operation 
that we consider to be reportable conditions.  Reportable conditions involve matters 
coming to our attention relating to significant deficiencies in the design or operation of 
the internal control over compliance that, in our judgment, could adversely affect the 
Commonwealth’s ability to administer a major federal program in accordance with the 
applicable requirements of laws, regulations, contracts, and grants.  Reportable conditions 
are described in the accompanying schedule of findings and questioned costs as items  
05-AGR2-41, 05-AGR3-42, 05-CHFS4-4, 05-CHFS5-5, 05-CHFS7-7, 05-CHFS12-43, 
05-CHFS13-44, 05-CHFS14-45, 05-CHFS15-46, 05-DFWR1-48, 05-DFWR2-49, 05-
DWI11-59, 05-DWI12-60, 05-DWI13-61, 05-DWI14-62, 05-DWI15-63, 05-DMA2-51, 
05-DMA3-52, 05-DMA4-53, 05-DMA5-54, 05-DMA6-55, 05-DMA7-56, 05-DMA8-57, 
05-DMA9-58, 05-JUST2-64, 05-JUST3-65, 05-JUST4-66, 05-JUST5-67, 05-JUST6-68, 
05-KOHS2-69, 05-KOHS3-70, 05-TC15-71, 05-TC16-72. 
 
A material weakness is a reportable condition in which the design or operation of one or 
more of the internal control components does not reduce to a relatively low level the risk 
that noncompliance with the applicable requirements of laws, regulations, contracts, and 
grants caused by error or fraud that would be material in relation to a major federal 
program being audited may occur and not be detected within a timely period by 
employees in the normal course of performing their assigned functions.  Our 
consideration of the internal control over compliance would not necessarily disclose all 
matters in the internal control that might be reportable conditions and, accordingly, would 
not necessarily disclose all reportable conditions that are also considered to be material 
weaknesses. However, of the reportable conditions described above, we consider none of 
them to be material weaknesses. We also noted other matters involving internal control 
over compliance, which we have communicated to management. 
 
Schedule of Expenditures of Federal Awards  
 
We have audited the financial statements of the governmental activities, business-type 
activities, the aggregate discretely presented component units, each major fund, and the 
aggregate remaining fund information of the Commonwealth as of and for the year ended 
June 30, 2005, and have issued our report thereon dated December 22, 2005. Our audit 
was performed for the purpose of forming opinions on the financial statements that 
collectively comprise the Commonwealth’s basic financial statements.  The 
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Major Program and on Internal Control Over Compliance in 
Accordance With OMB Circular A-133 and on the 
Schedule of Expenditures of Federal Awards 
(Continued) 
 
accompanying schedule of expenditures of federal awards is presented for purposes of  
additional analysis as required by OMB Circular A-133 and is not a required part of the 
basic financial statements.  Such information has been subjected to the auditing 
procedures applied in the audit of the basic financial statements taken as a whole.  
 
Several schedules of expenditures of federal awards were audited by other auditors, 
whose reports thereon have been furnished to us, and our opinion presented herein, 
insofar as it relates to these agencies listed in Appendix 1 to this report, is based on the 
reports of the other auditors. 
 
The basic financial statements of the Commonwealth are prepared on an accrual/modified 
accrual basis of accounting.  However, the schedule of expenditures of federal awards of 
the Commonwealth is prepared on the basis of cash disbursements as modified by the 
application of KRS 45.229.  Consequently, certain expenditures are recorded in the 
accounts only when cash is disbursed.  Accordingly, the schedule of expenditures of 
federal awards is not intended to present the expenditures of federal awards in conformity 
with accounting principles generally accepted in the United States of America.  
 
In our opinion, based on our audit and the reports of other auditors, except for the effect 
of the application of a different basis of accounting, as explained above, the schedule of 
expenditures of federal awards is fairly stated, in all material respects, in relation to the 
Commonwealth’s basic financial statements taken as a whole. 
 
This report is intended solely for the information and use of the management, members of 
the legislature, and federal awarding agencies and pass-through entities and is not 
intended to be and should not be used by anyone other than these specified parties. 
 

Sincerely, 

           
Crit Luallen 
Auditor of Public Accounts 
 

Audit Fieldwork Completed: 
Schedule of Expenditures of Federal Awards 

December 22, 2005 
 
Federal Compliance 

March 9, 2006 
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SECTION 1 – SUMMARY OF AUDITOR’S RESULTS 
 
Financial Statements 
 
Financial Statements: We issued an unqualified opinion on the basic financial statements 
of the Commonwealth for the year ended June 30, 2005.   
 
Compliance: In relation to the audit of the basic financial statements of the 
Commonwealth, and the Schedule of Expenditures of Federal Awards, the results of our 
tests disclosed seven (7) instances of noncompliance that are required to be reported 
under Government Auditing Standards. We believe the instances of noncompliance are 
not material.  
 
 STATE ORGANIZATION   REPORTABLE MATERIAL 
 

Council on Postsecondary Education    1 
   (05-CPE1-8) 
Department of Corrections     1 
   (05-DOC2-10) 
Finance and Administration Cabinet   1 

    (05-FAC7-21) 
Department of Parks     2 

    (05-PARKS1-25, 05-PARKS2-26) 
 Personnel Cabinet     1 
    (05-PERS1-27) 
 Transportation Cabinet    1 
    (05-TC7-37) 
  
Internal Control Over Financial Reporting: Our consideration of the Commonwealth’s 
internal control over financial reporting disclosed 37 reportable conditions.  We believe 
three (3) of the instances of internal control over financial reporting to be material 
weaknesses. The reportable conditions, which were disclosed during our audit, are 
applicable to the following state organizations: 
 
 STATE ORGANIZATION   REPORTABLE MATERIAL 
 

Cabinet for Health and Family Services  7 
   (05-CHFS1-1, 05-CHFS2-2, 05-CHFS3-3, 
    05-CHFS4-4, 05-CHFS5-5, 05-CHFS6-6, 
    05-CHFS7-7) 
Department of Corrections    2 
    (05-DOC1-9, 05-DOC2-10) 
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SECTION 1 – SUMMARY OF AUDITOR’S RESULTS (CONTINUED) 
 
Financial Statements (Continued) 
 
 STATE ORGANIZATION   REPORTABLE MATERIAL 

 
Department of Workforce Investment  4 
   (05-DWI1-11, 05-DWI2-12, 05-DWI3-13, 
    05-DWI4-14) 
Finance and Administration Cabinet   9   3 
   (05-FAC1-15, 05-FAC2-16, 05-FAC3-17, 
    05-FAC4-18, 05-FAC5-19, 05-FAC6-20, 
    05-FAC8-22, 05-FAC9-23, 05-FAC10-24, 
    05-FAC11-38, 05-FAC12-39, 05-FAC13-40) 
Department of Parks     2 
   (05-PARKS1-25, 05-PARKS2-26) 
Department of Revenue    3 
   (05-REV1-28, 05-REV2-29, 05-REV3-30) 
Transportation Cabinet    7 
   (05-TC1-31, 05-TC2-32, 05-TC3-33, 
   05-TC4-34, 05-TC5-35, 05-TC6-36, 
   05-TC7-37) 

 
Federal Awards and Schedule of Expenditures of Federal Awards 
 
Compliance: We issued an unqualified opinion on the Commonwealth’s compliance with 
the requirements applicable to each of its major federal programs.  The results of our 
auditing procedures disclosed 16 instances of noncompliance, which are required to be 
reported in accordance with OMB Circular A-133. We believe none of the instances of 
noncompliance are material. 
 
 STATE ORGANIZATION   REPORTABLE MATERIAL 
 

Department of Agriculture    2 
    (05-AGR2-41, 05-AGR3-42)  
Cabinet for Health and Family Services  2 
   (05-CHFS12-43, 05-CHFS13-44) 
Council on Postsecondary Education    1 
(05-CPE2-47) 
Department of Fish & Wildlife Resources  2 
   (04-DFWR2-49, 04-DFWR3-50) 
Department of Military Affairs   4 
   (05-DMA2-51, 05-DMA3-52, 05-DMA4-53 
    05-DMA6-55) 
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SECTION 1 – SUMMARY OF AUDITOR’S RESULTS (CONTINUED) 
 
Federal Awards and Schedule of Expenditures of Federal Awards (Continued) 
 

STATE ORGANIZATION   REPORTABLE MATERIAL 
 

Justice Cabinet     5 
   (05-JUST2-64, 05-JUST3-65, 05-JUST4-66 
    05-JUST5-67, 05-JUST6-68) 

 
Internal Control Over Compliance: Our consideration of the Commonwealth’s internal 
control over compliance disclosed 33 reportable conditions. We believe that none of the 
reportable conditions are material weaknesses. The reportable conditions, which were 
disclosed during our audit, are applicable to the following state organizations: 
 

STATE ORGANIZATION   REPORTABLE MATERIAL 
 

Department of Agriculture    2 
    (05-AGR2-41, 05-AGR3-42)  
Cabinet for Health and Family Services  7 
   (05-CHFS4-4, 05-CHFS5-5, 05-CHFS7-7, 
    05-CHFS12-43, 05-CHFS13-44,  
    05-CHFS14-45, 05-CHFS15-46) 
Department of Fish & Wildlife Resources  2 
   (04-DFWR1-48, 04-DFWR2-49) 
Department of Workforce Investment  5 
   (05-DWI11-59, 05-DWI12-60, 05-DWI13-61 
    05-DWI14-62, 05-DWI15-63) 
Department of Military Affairs   8 
   (05-DMA2-51, 05-DMA3-52, 05-DMA4-53 
    05-DMA5-54, 05-DMA6-55, 05-DMA7-56 
    05-DMA8-57, 05-DMA9-58) 
Justice Cabinet     5 
   (05-JUST2-64, 05-JUST3-65, 05-JUST4-66 
    05-JUST5-67, 05-JUST6-68) 
Kentucky Office of Homeland Security  2 
   (05-KOHS2-69, 05-KOHS3-70) 
Transportation Cabinet    2 
   (05-TC15-71, 05-TC16-72) 
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SECTION 1 – SUMMARY OF AUDITOR’S RESULTS (CONTINUED) 
 
Federal Awards and Schedule of Expenditures of Federal Awards (Continued) 
 
Schedule of Expenditures of Federal Awards: We issued a qualified opinion on the 
Commonwealth’s Schedule of Expenditures of Federal Awards because of the effect of 
the application of a different basis of accounting that is not in conformity with accounting 
principles generally accepted in the United States of America as described in Note 1 of 
the schedule.  The opinion was issued in relation to the basic financial statements of the 
Commonwealth taken as a whole. 
 
Identification of Major Programs  
 
The following is a list of major Type A programs: 
 

CFDA # Program Title 
  
Food Stamp Cluster: 
10.551 Food Stamps 
10.561 State Administrative Matching Grants for Food Stamp Program 
  
10.766 Community Facilities Loans and Grants 
  
14.117 Mortgage Insurance-Homes 
14.871 Section 8 Housing Choice Vouchers 
  
Workforce Investment Act Cluster: 
17.258 WIA Adult Program 
17.259 WIA Youth Activities 
17.260 WIA Dislocated Workers 
  
Highway Planning and Construction Cluster: 
20.205 Highway Planning and Construction 
  
64.114 Veterans Housing – Guaranteed and Insured Loans 
  
66.458 Capitalization Grants for Clean Water State Revolving Funds 
66.468 Capitalization Grants for Drinking Water State Revolving Funds 
  
84.002 Adult Education-State Grant Program 
84.048 Vocational Education 
84.126 Vocational Rehabilitation 
84.334 Gaining Early Awareness and Readiness for Undergraduate Programs 
84.367 Improving Teacher Quality State Grants  
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SECTION 1 – SUMMARY OF AUDITOR’S RESULTS (CONTINUED) 
 
Federal Awards and Schedule of Expenditures of Federal Awards (Continued) 
 
Identification of Major Programs (Continued) 
 
The following is a list of major Type A programs (Continued): 
 

CFDA # Program Title 
 
Student Financial Assistance Programs Cluster: 
84.032 Federal Family Education Loans 
  
93.558 Temporary Assistance for Needy Families 
93.563 Child Support Enforcement 
93.568 Low-Income Home Energy Assistance 
  
Child Care Cluster: 
93.575 Child Care and Development Block Grant 
93.596 Child Care Mandatory and Matching Funds of the Child Care and 

Development Fund 
  
Medicaid Cluster: 
93.775 State Medicaid Fraud Control Units 
93.777 State Survey and Certification of Health Care Providers and Suppliers 
93.778 Medical Assistance Program 
  
93.959 Block Grants for Prevention and Treatment of Substance Abuse 
  
Homeland Security Cluster: 
97.004 State Domestic Preparedness Equipment Support Program 
97.067 Homeland Security Grant Program 

 
The following is a list of major Type B programs: 
 

CFDA # Program Title 
  
10.550 Food Donation 
10.565 Commodity Supplemental Food Program 
  
Emergency Food Assistance Cluster: 
10.568 Emergency Food Assistance Program (Administrative Costs) 
10.569 Emergency Food Assistance Program (Food Commodities) 
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SECTION 1 – SUMMARY OF AUDITOR’S RESULTS (CONTINUED) 
 
Federal Awards and Schedule of Expenditures of Federal Awards (Continued) 
 
Identification of Major Programs (Continued) 
 
The following is a list of major Type B programs (Continued): 
 

CFDA # Program Title 
  
12.401 National Guard Military Operations and Maintenance (O & M) Projects 
  
Fish and Wildlife Cluster: 
15.605 Sport Fish Restoration 
15.611 Wildlife Restoration 
  
16.575 Crime Victim Assistance 
16.579 Byrne Formula Grant Program 
16.588 Violence Against Women Formula Grants 
  
Employment Services Cluster: 
17.207 Employment Service 
17.801 Disabled Veterans’ Outreach Program (DVOP) 
17.804 Local Veterans’ Employment Representative Program 
  
17.245 Trade Adjustment Assistance-Workers 
20.509 Formula Grants for Other Than Urbanized Areas 
93.283 Centers for Disease Control and Prevention – Investigations and Technical 

Assistance 
97.036 Public Assistance Grants 

 
Dollar Threshold Used to Distinguish Between Type A and Type B Programs 
 
The maximum dollar threshold used to distinguish between Type A and Type B 
Programs was $20 million.  Certain component units and agencies audited by Certified 
Public Accountant (CPA) firms had lower dollar thresholds.  
 
Auditee Risk 
 
The Commonwealth did not qualify as a low-risk auditee. 
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Reportable Conditions Relating to Internal Controls and/or Reportable 
Instances of Noncompliance: 

 
FINDING 05-CHFS1-1: The Cabinet For Health And Family Services Should 
Strengthen The Security Of System Accounts  
 
State Organization: Cabinet for Health and Family Services 
 
During the security vulnerability assessments for FY 05 for machines controlled by the 
CHFS, our examination revealed: administrator accounts that had not been renamed; 
guest accounts that had not been disabled; various user accounts with password ages that 
exceeded established password policy, indicating they are inactive accounts that may not 
be necessary or that the password policy is not being properly enforced; and accounts that 
had never been logged into. 
 
We obtained NetBIOS (Network Basic Input/Output System) account information from 
27 CHFS machines.  Nine (9) of these machines did not have the default administrator 
account adequately named, eight (8) of which were noted during the FY 03 and/or FY 04 
audit reports with the same issue.  The default guest account had not been disabled for 17 
of the 27 machines, nine (9) of which were noted during the FY 04 review.  The 
Administrator account was logged into using the default administrator account name and 
a blank password on one machine, allowing the auditor to copy information from the 
machine.   
 
Further to determine if user accounts on these machines were in compliance with 
established policies the auditor used the criterion that account passwords with ages over 
31-days were non-compliant.  There were 104 of the 324, or approximately 32%, of the 
Administrator accounts with a password age of 32 to 1,795 days old. 
 
One hundred and four of the 324, or approximately 32%, of the Administrator accounts 
and four (4) of the guest accounts had never been used.  Out of 12,117 user accounts, 
there were 3,516 user accounts, or approximately 29%, that had never been logged into 
and 1,077 user accounts, or approximately 8%, with a password age of 32 to 1,957 days 
old.   
 
One (1) machine was using a Nessus Guest account.  This scanner reports weaknesses 
and identifies the location of reports resulting from the network scans.  This account 
name should be changed.  
 
Also, as noted during the prior year’s review, within the comment section for nine (9) 
administrator accounts and 1,049 user accounts, the auditor noted the string “ssn ####”, 
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FINDING 05-CHFS1-1: The Cabinet For Health And Family Services Should 
Strengthen The Security Of System Accounts (Continued) 
 
where the ‘####’ value is numeric.  This data would appear to be the last four  (4) digits 
of the person’s social security number (SSN).  Beyond these accounts, there were 43 
administrator accounts and 3,702 user accounts where the comment section included a  
four-digit string and no alphanumeric characters, possibly representing additional 
instances of the last four (4) digits of the individual’s social.  If an account identifier is 
required then something other than the user’s social security number should be used.   
 
The use of default accounts, lax enforcement of the agency’s established password 
policy, the existence of unused accounts, or revelation of personal information, increases 
the likelihood that accounts could be compromised, as well as the underlying data 
accessible by those accounts.  
 
Default administrator and guest accounts in operating system and applications are some 
of the first accounts that an intruder will attempt to use; therefore, they should be 
assigned strong passwords or where possible, renamed, removed or disabled immediately 
after installation.  Further, intruders often use inactive or default accounts to break into a 
network.  If an account has not been used for a reasonable period of time, the account 
should be disabled until it is needed.  This minimizes the possibility that an unauthorized 
user will access the account.  An account should be deleted if it is not going to be 
reinstated.  Personal data should not be readily available. 
 

Recommendation 
 

We recommend CHFS take the following actions: 
 
• Default administrator accounts should be renamed to something more 

ambiguous in order to prevent unauthorized access.   
• All accounts on all machines should be reviewed to determine which accounts 

have not changed their passwords within the last 31 days.  These accounts 
should be evaluated to determine if they are still valid accounts and are 
required for a business related purpose.  If not, the accounts should be 
disabled or deleted depending on the necessity of reinstatement of the account. 

• Personal information, including social security numbers, should not be used to 
identify an account.  Per the agencies response during the prior year’s review, 
the last four (4) digits of the social are used as a security measure when taking 
actions on the individual’s account.  This procedure is coupled with call back 
to the individual workstations.  However, this process still poses a security 
risk of providing the personal information to intruders and should be 
evaluated by the agency.  
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FINDING 05-CHFS1-1: The Cabinet For Health And Family Services Should 
Strengthen The Security Of System Accounts (Continued) 
 

Management’s Response and Corrective Action Plan 
 

A Network Analyst has reviewed this document and noted the specified problems 
for review.  We received the full Auditor’s report including IP addresses on July 
22, 2005 but have not yet been able to complete a thorough investigation of each 
of the documented machines.  We have already done our own network scan of all 
the IP addresses mentioned in the full Auditor’s report to gather some initial 
information and verify the findings from the Auditor’s report.  We found that some 
of the IP addresses were completely unresponsive, and that some IP addresses did 
not seem to exhibit the problems noted in the report.  Possibly the wide use of 
DHCP (Dynamic Host Configuration Protocol) caused the second discrepancy.  
However, we also found that many of the IP addresses specified in the report did 
exhibit the problems specified, and we will work to remedy those in a timely 
manner.  Our security team will research each server noted in the Auditor’s full 
report as having default account names for administrator, and guest.  We will also 
check all servers where non-compliance password age was noted.  We will also 
submit valid reasons to the Auditor’s office for any suggestions in this document 
that we do not plan to follow.   
 
We will provide documentation about steps taken or not taken with specific 
machines when we have had more time to work on these issues. 
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FINDING 05-CHFS2-2: The Cabinet For Health And Family Services’ Password 
Policy Should Be Consistently Applied To All Local Area Network Machines  
 
State Organization: Cabinet for Health and Family Services 
 
As was noted in the prior audit reports, password policies established on certain critical 
CHFS machines did not adhere to the Commonwealth Office of Technology (COT) or 
CHFS password policies.  During the FY 2005 audit, testing was performed to determine 
the accessibility of the password policies of machines within the seven CHFS domains 
using vulnerability assessment tools.  Password policies obtained were reviewed for 
compliance to established policy standards.  Of 76 machines tested, we were able to 
obtain the password policies for 18, or approximately 23.7 percent, of these machines.  
Ten of the 18 machines were also noted during the prior year’s review.  Twelve of the 18 
machines revealed noncompliant password policies.   See the table below for a summary 
of our findings. 
 

Security Measure COT Security Policy  Number of machines noncompliant  
(Out of 18 machines) 

Minimum Length 8 characters 7 characters - 3 
0 characters – 5 
Seven noted during the prior review 

Minimum Age 1 day  0 days – 8 
Six noted during the prior review 

Maximum age  31 days 42 days – 4 
45 days – 3 
Six noted during the prior review 

Lockout Threshold 3 attempts  0 attempts – 5 
4 attempts – 1  
5 attempts – 2  
Four noted during the prior review 

 
If password policies are weak and inconsistently applied, the agency could potentially be 
vulnerable to unauthorized access or disruption of service caused by an intruder.  The 
failure to follow adequate policy standards when establishing a system password could 
ultimately compromise the entire network.   
 
Passwords are a significant feature to guard against unauthorized system access.  The 
purpose of a password policy is to establish a standard to create strong passwords, to 
protect those passwords, and to ensure passwords are changed within a specified time 
period.  To assist in the security of a network, it is necessary for a strong policy to be 
developed and consistently implemented on all machines throughout the network.   
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FINDING 05-CHFS2-2: The Cabinet For Health And Family Services’ Password 
Policy Should Be Consistently Applied To All Local Area Network Machines  
(Continued) 
 
As noted above, there are several issues that were also reported during the prior year’s 
review.  The scan that resulted in this comment was performed prior to the CHFS 
reviewing our prior assessment and essentially taking any corrective action.  There may 
be several issues that may be resolved.  Where applicable this should be noted in the 
agency’s response. 
 

Recommendation 
 
We recommend that CHFS periodically review all machines within its agency-
owned domains to ensure the password policy established on the machines 
comply with the guidelines specified by the agency and the COT.  Further, 
procedures should be established to periodically review these settings for all 
CHFS machines and ensure all accounts comply with the established password 
policy.   
 
Management’s Response and Corrective Action Plan 
 
A Network Analyst has reviewed this document and noted the specified problems 
for review.  We received the full Auditor’s report including IP addresses on July 
22, 2005 but have not yet been able to complete a thorough investigation of each 
of the documented machines.  We have already done our own network scan of all 
the IP addresses mentioned in the full Auditor’s report to gather some initial 
information and verify the findings from the Auditor’s report.  We found that some 
of the IP addresses were completely unresponsive, and that some IP addresses did 
not seem to exhibit the problems noted in the report.  Possibly the wide use of 
DHCP caused the second discrepancy.  However, we also found that many of the 
IP addresses specified in the report did exhibit the problems specified, and we will 
work to remedy those in a timely manner.  Our security team will research each 
server noted in the Auditor’s full report as having non-compliant password 
policies.  We will also submit valid reasons to the Auditor’s office for any 
suggestions in this document that we do not plan to follow.   
 

Our password policy for the CHFS domain will be pushed by AD (Active 
Directory) Group Policy.  Our migration of workstations to the new AD domain is 
about 90% complete now.  This migration should bring the local password 
policies into compliance on all machines in the CHFS domain.   
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FINDING 05-CHFS3-3: The Cabinet For Health And Family Services Should 
Develop And Implement Adequate System Development Life Cycles Policies And 
Procedures Governing Controls For Program Development And Modifications 
 
State Organization: Cabinet for Health and Family Services 
 
During our review of program modification procedures for FY 05, it was revealed that 
the CHFS did not develop and implement adequate System Development Life Cycle 
(SDLC) policies and procedures governing controls for program development and 
modifications.  Though system design change request tracking procedures have been 
documented and generally include the design change process, the procedures are very 
informal and do not govern specification requirements, prohibit informal communications 
regarding critical system or program changes, require the Department for Medicaid 
Services (DMS) to formally approve testing by signing off on request forms prior to 
implementation, and are not consistently followed.    
 
Due to a significant error in processing, modifications specific to the Medicaid Buy-In 
program were reviewed by the auditor during FY 05.  Review of the number and 
significance of the modifications made to the buy-in program, following implementation, 
implies that the specifications of the programs to be rewritten were not complete prior to 
the initial program development.  Therefore, it is necessary to comment on the lack of 
formal and complete program specifications provided by management prior to 
development or major modification of the buy-in program.   
 
Review of the documentation supporting the multiple changes made to the buy-in 
program reflect a lack of program specifications that govern the new system design and 
all critical changes made to the program through out the correction process.  A majority 
of the communication between DMS and Unisys, where evident, was informal via email 
or referenced phone conversations.  Further, though the rewrite of the buy-in program 
was implemented in August 2004, the Design Change Request (DCR) did not reflect 
approval of testing by DMS.   
 
Also, review of program change procedures as they govern ‘general’ requests revealed 
the documented process of sending a finalization letter to Unisys following the 
implementation of the program changes, to allow the change request to be closed has not 
been consistently followed. 
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FINDING 05-CHFS3-3: The Cabinet For Health And Family Services Should 
Develop And Implement Adequate System Development Life Cycles Policies And 
Procedures Governing Controls For Program Development And Modifications 
(Continued) 
 
In August 2004 a rewrite of the Kentucky Medicaid Management Information System 
(KMMIS) was implemented.  Per the agency, subsequent to implementing the system 
there were approximately 4,817 recipients who were accreted for Medicare premium 
payment in error, totaling $4,942,698.  It appears this issue was a result of relying on the 
Bendex file data in determining eligibility to later find that the Bendex file data was not a 
reliable source and did not consider all program and status code limitations.  To resolve 
the issues CHFS modified the program to halt reliance on the Bendex File and take into 
consideration Program and Status Code limitations that were not included in the original 
program specifications and not considered when creating the file that identifies 
individuals eligible for the Buy-In of Medicare.  However, the issue continued to be 
unresolved until September or October 2004 since the agency wasn’t considering the 
Medicaid eligibility ‘end date’ and the ‘date of death’ fields in determining eligibility for 
Medicare buy-in. 
 
Without formalized SDLC procedures, management increases the risk of developing and 
implementing ineffective, or inaccurate systems. SDLC procedures require adequate 
program specifications be provided to a programmer prior to program development as 
well as adequate testing be performed prior to implementation.  This allows the agency to 
mitigate processing errors and reduces the need for numerous program modifications.  
Requests for all critical changes should be formally documented to ensure desired 
objectives are achieved.  Sufficient procedures dictate that complete and accurate system 
documentation be developed and maintained for all critical systems, as this information is 
vital to ensuring longevity of the system.  Further, SDLC procedures must be consistently 
applied.     
 

Recommendation 
 
We recommend that CHFS expand the program change procedures to include the 
following: 

• Ensure formal specifications are provided to the third-party processor for all 
critical program change requests,  

• Guidance should be provided on documenting and communicating any 
specifications provided to the third-party processor, 
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FINDING 05-CHFS3-3: The Cabinet For Health And Family Services Should 
Develop And Implement Adequate System Development Life Cycles Policies And 
Procedures Governing Controls For Program Development And Modifications 
(Continued) 
 

Recommendation (Continued) 
 

• Ensure the DCR/DRF form used for program changes is signed off to 
indicate acceptance of testing and approval of the change to be placed into 
production, and 

• Ensure the Finalization Letter be sent to Unisys to show completion of 
requested program changes. 

 
CHFS should enforce these procedures to ensure they are consistently applied. 
 
Management’s Response and Corrective Action Plan 
 
SDLC methodology establishes procedures, practices and guidelines governing 
the initiation, concept development, planning, requirements analysis, design, 
development, integration and test, implementation, and operations, maintenance 
and disposition of information systems. Without formalized procedures, increased 
risk of developing and implementing ineffective or inaccurate system changes can 
occur. DMS Management is in agreement that the existing System Change 
Request process does not formally follow the Systems Development Life Cycle 
(SDLC) process, however the nature of system changes and the time constraints 
for implementation occasionally make it difficult to follow the SDLC process. 
Every effort is made by DMS staff to be as diligent and detailed as possible. 
 
In response to the findings from this audit regarding the conditions that 
contributed to the Medicare premium payment error, the following corrective 
action plan related to the System Change Request process will be implemented to 
ensure that SDLC methodologies are utilized.  

 
The existing Medicaid Inter-Office System Change Request form will be modified 
to require additional detailed information related to the specific request. The 
DMS Division requesting the system change will be required to provide 
additional details regarding the following topics: the project business need, 
product or service requested, stakeholders, system impact and processing 
requirements, response time requirements, reporting requirements, interfaces, 
security and timeframe requirements. The new Medicaid Inter-Office System  
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FINDING 05-CHFS3-3: The Cabinet For Health And Family Services Should 
Develop And Implement Adequate System Development Life Cycles Policies And 
Procedures Governing Controls For Program Development And Modifications 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
Change Request form will be implemented in August 2005. The Division of 
Claims Management will provide instructional training on the new request form to 
each DMS Division during the month of August 2005. 

 
The Claims Assistance Branch will be reeducated on the SDLC process to ensure 
proper understanding of planning and documentation requirements.  DMS will 
require analysts to develop a formal specifications document in response to all 
System Change Requests. The formal specifications will require signoff by the 
DMS analysts and the System Change requestor. The formal specifications will be 
provided to the Unisys analysts prior to development efforts. Copies of all 
documentation are to be maintained by the DMS analysts. 
 
Upon review of the formal specifications document from DMS, the Unisys 
analysts will develop the system programming requirements necessary to meet the 
required specifications. The programming requirements document will be 
provided to the DMS analysts for review and approval. The programming 
requirements document will require signoff by the DMS analysts and the Unisys 
analysts. 
 
Once the programming changes have been completed a meeting will be 
coordinated between Unisys and DMS to review   testing. DMS policy staff will be 
included in the testing meeting and will be required to approve testing as 
complete prior to moving the system change into production. The System Change 
Request form requires signoff by the DMS Analysts, DMS policy staff, and the 
Unisys Analyst. Once signoffs are complete the system change is moved to the 
production environment. DMS will maintain the signed System Change Request 
form as formal documentation. As a continuation to our current procedures a 
formalized letter will be sent to Unisys to verify completion of the requested 
change. 
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FINDING 05-CHFS3-3: The Cabinet For Health And Family Services Should 
Develop And Implement Adequate System Development Life Cycles Policies And 
Procedures Governing Controls For Program Development And Modifications 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

The DMS analysts will maintain copies of all documentation related to the System 
Change Request including the following: Medicaid Inter-Office System Change 
Request form, System Change Request form, Specifications Document, 
Programming Requirements Document, and Testing Documentation. Any 
additional documentation related to work conducted on the System Change 
Request will also be maintained by the DMS analysts.   
 
As part of Medicaid Modernization DMS has contracted with EDS (Electronic 
Data Systems Corporation) to transition the MMIS from Unisys. The Unisys 
contract ends November 30, 2005; at that time EDS will takeover the existing 
system. To prepare for this transition a system change freeze is in effect for 
August 31, 2005 (memo distributed to DMS staff on 7/18/05).  All new or existing 
system changes which are not completed by August 31st will be placed on hold 
until December 1, 2005 when EDS will take over the MMIS and the 
responsibilities for system changes.  
 
The EDS processes related to System Change Requests are currently being 
reviewed.  The procedures proposed by EDS follows the SDLC methodology with 
formalized documentation requirements and automated tracking capabilities. 
EDS documentation is maintained within the Project Workbook (PWB). The PWB 
is an online tool which contains extensive documentation regarding EDS and the 
MMIS. Documentation templates (available on the PWB) are used when 
producing internal and external deliverables. These deliverables are used to 
obtain internal and external customer approval of any project phases which have 
been completed.  The EDS SDLC model utilizes the following phases to ensure 
optimal work products: Define (Development of project scope and estimate), 
Analyze (Analyze data and logical processes), Design-Business (Changes to user 
inputs and outputs. Identify user acceptance tasks and criteria), Design–
Technical (Physical design of processes and system components), Produce 
(Application modification and controlled testing), System Test (Test environment 
utilization of new/changed applications), Implementation (Migration of 
applications to production environment), and post implementation (Monitor and 
verification activities for new production process).  
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FINDING 05-CHFS3-3: The Cabinet For Health And Family Services Should 
Develop And Implement Adequate System Development Life Cycles Policies And 
Procedures Governing Controls For Program Development And Modifications 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
DMS will begin to incorporate the use of EDS procedures related to System 
Change Requests once they are finalized and approved by the Commonwealth. 
EDS will also provide a model office environment as of December 1, 2005. This 
MMIS test environment will provide for enhanced testing procedures to be 
utilized for system change requests. 
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FINDING 05-CHFS4-4: The Cabinet For Health And Family Services Should 
Develop Automated Analysis Procedures To Identify High Risk Transactions 
Within Benefit Programs 
 
State Organization: Cabinet for Health and Family Services 
 
Certain audit procedures were performed within selected CHFS benefit systems to 
identify lax or weak program control procedures.  The following seven (7) CHFS benefit 
systems were included in this review:  

• Family Alternative Diversion (FAD) 
• Kentucky Transitional Assistance Program (KTAP) 
• Special Circumstances Payments 
• System Tracking Employability Program (STEP) 
• State Supplemental Payments 
• Medical Assistance Payments 
• Food Stamps 

 
Audit procedures were performed using automated analytical processes designed to assist 
in identifying transactions with a higher risk of fund misappropriation.  Discussions with 
CHFS personnel revealed that although certain manual procedures existed, automated 
procedures had not been developed similar to those designed by the auditor to perform 
the following: 
 
Match Personnel Information to Benefits  
Only a manual review process exists in each region that attempts to identify benefits 
provided to employees of the Department for Community Based Services (DCBS) or 
mailed to employee home addresses.  
 
Identify Cases or Benefits Paid Outside of Kentucky  
During a prospective participant’s original interview, the individual is asked whether he 
or she is a resident of Kentucky.  The participant’s answer to this question is entered into 
the system.  If this answer is “No,” then the system will not process a claim.  However, 
no edit exists to review for mailing or payment addresses outside the state.   
 
Identify Multiple Benefits For Same Type and Cycle  
An automated process does not exist within the systems to identify multiple payments to 
the same individual for the same benefit type and cycle. 
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FINDING 05-CHFS4-4: The Cabinet For Health And Family Services Should 
Develop Automated Analysis Procedures To Identify High Risk Transactions 
Within Benefit Programs (Continued) 
 
Identify Payments Sent to DCBS Office  
Although it is acceptable in some instances for a case recipient’s payment to be mailed to 
the DCBS office, it is not the usual process and, therefore, the DCBS Operation Manual 
details additional controls to be followed.  No automated process exists within the 
systems to identify payments being sent to DCBS offices. 
 
As stewards of state and federal funds, it is imperative that agencies develop and 
consistently apply safeguards to identify and prevent misappropriation of these funds.  
Such safeguards include, but are not limited to, using automated edits to ensure that input 
data complies with state and federal regulations and using automated reporting to 
highlight benefit payment transactions with a higher risk for misappropriation of funds 
that should be subjected to further scrutiny.  
 
To ensure that the following recommendations relating to initiating additional control 
procedures are implemented, we recommend that a resource within the Office of 
Information Technology (OIT) be dedicated to perform the procedures detailed below for 
systems including:  

• Family Alternative Diversion (FAD)  
• Kentucky Transitional Assistance Program (KTAP)  
• Special Circumstances Payments  
• System Tracking Employability Program (STEP)  
• State Supplemental Payments 
• Medical Assistance Payments 
• Food Stamps  

 
An individual centrally located in OIT should be tasked with performing the data 
analyses described below to strengthen the control procedures over these programs. This 
employee should be provided assistance, when needed, from various system analysts and 
programmers in order to gain an understanding of the complexities of these systems and 
how to refine analysis procedures, when appropriate.  
 

Recommendation 
 

We recommend the agency develop and consistently apply the following types of 
control procedures to proactively monitor program benefits payments: 
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FINDING 05-CHFS4-4: The Cabinet For Health And Family Services Should 
Develop Automated Analysis Procedures To Identify High Risk Transactions 
Within Benefit Programs (Continued) 
 

Recommendation (Continued) 
 

• Develop an automated process using the Personnel Cabinet employee 
personnel file data available to match against program benefit payments.  This 
data match should be performed: 1) between the social security number on the 
personnel file and on the program case and 2) between the personnel file 
home address and the program case payment address. The personnel 
information file is updated daily, so an automated process could be performed 
as frequently as deemed necessary.  The results of this procedure could be 
organized by region or specific offices and distributed for follow-up and 
response to the central office.  We recommend at a minimum that this process 
be performed monthly. 

• Develop a series of automated processes that would first identify those cases 
with the home or mailing address outside the state of Kentucky and then 
identify benefits mailed to an address outside of Kentucky.  This process will 
require a manual review after the results are gathered to cull out those records 
related to vendors whose remittance address is outside the state.  The results 
could be organized by region or specific offices and distributed for follow-up 
and response to the central office.  We recommend at a minimum that this 
process be performed monthly. 

• Develop a series of automated processes to identify individuals receiving 
multiple benefits for the same benefit type and cycle.  To determine whether 
multiple payments are truly being received, we recommend using three 
primary criteria to identify multiple payments for the same benefit type and 
cycle: 1) the same address, 2) the same payee name, and 3) the same case 
number.  The results of this process could be organized by region or specific 
offices and distributed for follow-up and response to the central office.  We 
recommend that this process be performed on a monthly or on a cyclical basis 
based on the type of benefit. 

• Develop an automated process to identify all payments from the systems that 
are sent to a DCBS field office address.  The results could be organized by 
region or specific offices and distributed for follow-up and response to the 
central office.  We recommend at a minimum this process be performed on a 
monthly basis.   
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FINDING 05-CHFS4-4: The Cabinet For Health And Family Services Should 
Develop Automated Analysis Procedures To Identify High Risk Transactions 
Within Benefit Programs (Continued) 
 

Management’s Response and Corrective Action Plan  
 

Individual Resource 
OIT Response:  It is the recommendation of both OIT and DCBS that this person 
be located in central office of DCBS.  This person will need to analyze the data 
and report findings to DCBS field staff. 

 
Personnel File Match to Program Benefit Payments 
OIT Response:  If the Personnel Cabinet will provide OIT with the employee data, 
the following new reports could be created and put to RDS for review on a 
monthly basis by the service region staff.  Access to the report on RDS would be 
restricted by user id.  Match by SSN all state employees to the SSNs in receipt of 
benefits on our systems. 

 
 Cost estimates for creating new monthly reports based upon SSN match only. 

 STEP: Requirement hrs: 10 Development hrs: 20  
  Testing hrs: 20 =  Total hrs: 50 hours 
 SDX: Requirement hrs: 10 Development hrs: 20  
  Testing hrs: 20 = Total hrs: 50 hours 
 FAD: Requirement hrs: 10 Development hrs: 25  
  Testing hrs: 20 = Total hrs: 55 hours 
 PAS: Requirement hrs: 15 Development hrs: 25  
  Testing hrs: 20 = Total hrs: 60 hours 
 KAMES: Requirement hrs: 15 Development hrs: 20  
  Testing hrs: 20 = Total hrs: 55 hours 

 
The match between Personnel’s addresses against our systems’ addresses could 
be difficult due to the different formats contained in the systems.  We would 
recommend not matching against Employee’s address due to these reasons. 
 
Home or Mailing Addresses Outside Kentucky 
OIT Response:  We recommend a new report be created and put to RDS for 
review on a monthly basis by the service region staff.  Access to the report on 
RDS would be restricted by user id. 
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FINDING 05-CHFS4-4: The Cabinet For Health And Family Services Should 
Develop Automated Analysis Procedures To Identify High Risk Transactions 
Within Benefit Programs (Continued) 
 

Management’s Response and Corrective Action Plan  
 

Home or Mailing Addresses Outside Kentucky (Continued) 
 

 STEP:  Requirement hrs: 10 Development hrs: 30  
  Testing hrs: 20 = Total hrs: 60 hours 
 SDX: Requirement hrs: 10 Development hrs: 25  
  Testing hrs: 15 = Total hrs: 50 hours 
 FAD: Requirement hrs: 10 Development hrs: 25  
  Testing hrs: 15 = Total hrs: 50 hours 
 PAS: Requirement hrs: 15 Development hrs: 25  
  Testing hrs: 20 = Total hrs: 60 hours 
 KAMES: Requirement hrs: 15 Development hrs: 20  
  Testing hrs: 20 = Total hrs: 50 hours 

 
In addition, online system edits could be added to KAMES to restrict the state 
code to KY or one of the surrounding states – TN, WV, OH, MS, IN.  This edit 
could not be placed on FAD or STEP due to vendor payments being mailed to 
corporate offices.  Also, PAS and SDX could not be restricted due to checks 
needing to be mailed to someone out of state.      
 

KAMES: Requirement hrs: 15 Development hrs: 20  
 Testing hrs: 20 = Total hrs: 55 hours   

 
Multiple Benefits for Same Benefit Type and Cycle 
OIT Response:  Current special circumstance reports are created and reviewed 
by regional staff and findings are reported to Central Office on a monthly basis.  
As current system edits are already in place to prevent actual duplicate benefits, 
we do not recommend any additional reports. 

 
Payments Sent To DCBS Field Offices 
OIT Response:  New reports could be created on a monthly basis, matching the 
local office address to all payments issued.  This report would be loaded to RDS 
with restricted access and reviewed by designated regional office staff.  
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FINDING 05-CHFS4-4: The Cabinet For Health And Family Services Should 
Develop Automated Analysis Procedures To Identify High Risk Transactions 
Within Benefit Programs (Continued) 
 

Management’s Response and Corrective Action Plan  
 

Payments Sent To DCBS Field Offices (Continued) 
 

 STEP: Requirement hrs: 20 Development hrs: 30  
  Testing hrs: 25 = Total hrs: 75 hours 
 FAD: Requirement hrs: 20 Development hrs: 30  
  Testing hrs: 25 = Total hrs: 75 hours 
 

 PAS: Requirement hrs: 20 Development hrs: 30  
  Testing hrs: 25  = Total hrs: 75 hours 
 KAMES: Requirement hrs: 20 Development hrs: 40  
  Testing hrs: 30  = Total hrs: 90 hours 

 
No payments are issued from SDX. 
 
Auditor’s Reply 

 
We continue to recommend that CHFS develop periodic reports to determine 
whether multiple benefits payments are being made to the same individual for the 
same benefit type and cycle.  This type of report can be very useful in determining 
whether system edits are functioning as expected.  In the case of two (2) of the 
CHFS benefit systems, STEP and State Supplemental, our review for multiple 
benefit payments led CHFS to determine previously unknown problems existed 
within current system edits that allowed a person, under certain circumstances, to 
receive more than one benefit payment for the same benefit type and cycle. 
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FINDING 05-CHFS5-5: The Cabinet For Health And Family Services Should 
Review System Edits Related To Program Limitations 
 
State Organization: Cabinet for Health and Family Services 
 
Certain audit procedures were performed to identify transactions within selected CHFS 
benefit systems that had a higher risk for misappropriation of funds.  Testing revealed 
that certain systems did not appear to have edits functioning to help identify or prevent 
transactions that should either be disallowed or that should be subjected to additional 
scrutiny by CHFS employees.  Specifically, edits were identified that appeared to not be 
functioning as expected within the FAD and STEP systems.  The findings, grouped by 
system and benefit type, are as follows: 
 
FAD Benefits Over $1,300  
FAD system edits exist within the system that should not allow a case recipient’s benefits 
to exceed the $1,300 limit within a three-month period. However, review of the FAD 
payments for FY 2005 identified cases where the $1,300 limit within a three-month 
period was exceeded.      
 
STEP Car Repair Benefits Over $500  
STEP system edits exist that should not allow a case recipient’s car repair benefits to 
exceed the $500 limit per year. However, review of the STEP payments for FY 2005 
identified cases where the $500 limit was exceeded within that 12-month period.  
 
STEP Work Incentive Benefits Over $130  
STEP system edits exist that should not allow a case recipient’s Work Incentive (WIN) 
benefits to exceed the $130 limit per month. However, review of the STEP payments for 
FY 2005 identified cases where the $130 limit per month was exceeded.   
 
STEP Transportation Benefits Over $60  
STEP system edits exist that should not allow a case recipient’s Transportation benefits 
to exceed the $60 limit per month. However, review of the STEP payments for FY 2005 
identified cases where the $60 limit per month was exceeded.       
 
When limitations on benefits are prescribed by federal or state legislation, these limits 
should be applied to all related claims.  If system edits are relied upon to enforce these 
limitations, then the claims should be periodically reviewed to ensure that the edits are 
functioning as expected.  Overrides of established system edits should be limited and 
should be subjected to appropriate subsequent review by management. 
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FINDING 05-CHFS5-5: The Cabinet For Health And Family Services Should 
Review System Edits Related To Program Limitations (Continued) 
 

Recommendation 
 
We recommend that the specific cases noted above be scrutinized to determine the 
reason that the applicable limit was allowed to be exceeded.  If the system 
allowed the overpayment due to a flaw in the applicable edits, then the edits 
should be modified to disallow a requested claim over the limit.  If a supervisor or 
caseworker overrode or circumvented the edit to force the overpayment, the 
occurrence should be evaluated to determine the appropriate action to be taken. 

 
Further, we recommend that the agency create automated processes to review the 
following items on a periodic basis: 
• Cumulative FAD payments by case to determine whether the amount 

exceeded the $1,300 limit for a three-month period;   
 
• Cumulative STEP car repair payments by case to determine whether the 

amount exceeds the $500 limit for a 12-month period;    
 

• Cumulative STEP WIN payments by case to determine whether the amount 
exceeded the $130 limit for a one-month period; and,   

 
• Cumulative STEP Transportation payments by case to determine whether the 

amount exceeded the designated maximum limit for a one-month period.   
 

Any instances found of an overpayment of benefits should be examined by the 
regional or specific office and a response provided to the central office. 
 

 
Management’s Response and Corrective Action Plan  
 
FAD Benefits Over $1,300  
OIT Response:  Current system edits already exist to prevent the case from 
receiving more than $1300 in a 3-month period.  We believe checks being 
returned and deleted from FAD are not being reflected on the MARS system.   
Therefore, it can appear that the case received more than $1300 when viewing 
only the MARS files.  When a check is returned, the payment is deleted from FAD 
and the balance readjusted, so that a new payment can be reissued.  The FAD 
system reflects the payment deletion.  When the payment is deleted and reissued, 
DCBS Division of Family Support staff notifies DCBS fiscal staff to deposit the  
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FINDING 05-CHFS5-5: The Cabinet For Health And Family Services Should 
Review System Edits Related To Program Limitations (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
FAD Benefits Over $1,300 (Continued) 
returned check back in to the correct funding stream.  MARS is not adjusted when 
 the FAD system is manually adjusted.  This accounts for the discrepancies 
between payments on FAD and MARS, 2 cases were sited. 
 
OIT’s short-term recommendation is to create a new report identifying all 
payments deleted after they have been issued. OIT estimates it will take a total of 
60 hours to analyze, program and test this new report.  (Requirements/analysis 
hours: 15; Development hours: 25; Testing hours: 20)   

 
OIT’s long-term recommendation would be to research this area for automated 
improvements during the DCBS Modernization Project, KAAAP (Kentucky 
Access, Accuracy and Accountability Project) project. The first phase of KAAAP 
is set to begin in the Spring 2006. 

 
STEP Car Repair Benefits Over $500  
OIT Response:  There are edits in STEP that prevent cases from receiving more 
than $500 for car repairs within a 12-month timeframe.   The 12-month period 
begins with the issuance date of the first car repair payment for that case.   The 
year’s time frame is not calculated by the state fiscal year calendar, but rather by 
the date of the first car repair payment.  Therefore, if the 12-month date 
calculation was based on the state fiscal year, it could appear the recipient 
received more than $500 in a 12-month period.   

 
If a check is returned, the payment is deleted from STEP and the balance 
readjusted, so that a new payment can be reissued.  When the payment is deleted 
and reissued, DCBS Division of Family Support staff notifies DCBS fiscal staff to 
deposit the returned check back in to the correct funding stream.  MARS is not 
adjusted when the STEP system is manually adjusted.  This could also account for 
the discrepancies between payments on STEP and MARS, 130 cases were sited. 

 
As current system edits prevent this situation from occurring, we do not 
recommend a new report be created.  This is an area that we anticipate will be 
researched for automated improvements during the DCBS Modernization Project 
(KAAAP).  The first phase of KAAAP (Kentucky Access, Accuracy and 
Accountability Project) is set to begin in the Spring 2006.  
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FINDING 05-CHFS5-5: The Cabinet For Health And Family Services Should 
Review System Edits Related To Program Limitations (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
STEP Work Incentive Benefits Over $130  
OIT Response:  Edits exist in STEP that prevents a WIN payment from exceeding 
$130 per pay month.  Workers are able to issue two WIN payments during a 
month but only if the payments are for different pay months.   This may be done 
due to a payment owed for a prior month.  When a STEP check is returned, the 
payment is deleted from STEP and the balance readjusted so that a new payment 
can be reissued.  When the payment is deleted and reissued, DCBS Division of 
Family Support staff notifies DCBS fiscal staff to deposit the returned check back 
in to the correct funding stream.  MARS is not adjusted when the STEP system is 
manually adjusted.  This could also account for the discrepancies between 
payments on STEP and MARS.  

 
Recommendation is to create a new monthly report showing those recipients who 
receive multiple WIN payments in the same calendar month but different benefit 
months.  OIT estimates it will take 47 hours to analyze, program and test this new 
report (Requirements/analysis hours: 12; Development hours: 20 hrs; Testing 
hours: 15 hours).  

 
We also recommend producing a new report identifying all payments deleted after 
they have been issued. This report would require a total of 65 hours 
(Requirement/analysis hours: 15 hours; Development: 30 hours; Testing: 20 
hours).  DCBS Central Office Staff would maintain these reports for use in 
reconciling future audits. 
 
This is an area that we anticipate will be researched for automated improvements 
during the DCBS Modernization Project (KAAAP).  The first phase of KAAAP 
(Kentucky Access, Accuracy and Accountability Project) is set to begin in the 
Spring 2006.  

 
STEP Transportation Benefits Over $60  
OIT Response:  Current edits in STEP prevent workers from issuing more than 
one payment per benefit month.  The amount of the payment depends on the 
number of days the recipient participated.  Some payments may exceed $60 if 
approved by DCBS Central Office Staff.  A system edit problem was detected in 
STEP for transportation benefits over $60 per month.  An emergency change 
request was written to correct this problem on 2/13/06.  System edit error was 
corrected. 
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FINDING 05-CHFS5-5: The Cabinet For Health And Family Services Should 
Review System Edits Related To Program Limitations (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
STEP has current reports showing transportation payments issued for more than 
$60.  These reports are saved to RDS and are available for review by DCBS staff.  
FAD and STEP payments deleted from the systems are deleted by Central Office 
staff only and are tracked.  There are security restrictions to the delete function 
within the system, and then RACF security restrictions are on the system 
transactions that actually delete the payments.  Emails are maintained of the 
deletion request.  Hardcopies of the e-mail along with hardcopy screen prints 
associated with the payment deletion are also maintained.  

 
Also, workers can issue more than one payment in a month if it is for a different 
benefit month.   This may be done due to a payment owed for a prior benefit 
month, 296 cases sited.  (Example:  Worker issues a transportation payment on 
Feb 9, 2006, for the benefit month of Feb 2006.  At the same time, the worker 
owes the recipient transportation payment for the benefit month of Jan 2006.  
Therefore, the worker issues another transportation payment for the benefit 
month Jan 2006).    

 
This is an area that we anticipate will be researched for automated improvements 
during the DCBS Modernization Project (KAAAP).  The first phase of KAAAP 
(Kentucky Access, Accuracy and Accountability Project) is set to begin in the 
Spring 2006. 
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FINDING 05-CHFS6-6: The Cabinet For Health And Family Services Should 
Implement Controls To Ensure Proper Preparation And Review Of Closing 
Package Forms 
 
State Organization: Cabinet for Health and Family Services 
 
During our audit of the Accounts Receivable AFR (Annual Financial Report) forms, we 
noted several problems in the FY 05 audit that had been brought to the agency’s attention 
previously. Specifically, the agency: 
 

• Did not split the Child Support receivable amount in agency 748, fund 1200 and 
agency 746, fund 1400 between “Within 30 Days” and “Over 30 Days.”   

 
• Reported the “Net Receivable” rather than the “Gross Receivable” for Mental Health 

and Mental Retardation, agency 729, fund 1300. 
 
• Changed the methodology of reporting “Cash on Hand.”  The new methodology was 

not followed in FY 05 in agency 748, fund 1200. 
 
Two (2)new issues noted in FY 05: 
 

• An instance of “Revenue Earned Not Received” being reported as “Deferred 
Revenue” was found in agency 746, fund 1200.   

• The “Revenue Earned Not Received” was overstated due to PX expenditures 
being omitted from the submitted AFR forms. 

 
The agency did not incorporate prior year audit suggestions when preparing or reviewing 
the FY 05 AFR forms. Adjustments were recommended to and made by the Finance and 
Administration Cabinet as follows: 
 

• Child Support receivable for “Within 30 Days” amount overstated and “Over 30 
Days” understated on the AFR-30 for agency 746, fund 1400 and agency 748, 
fund 1200 by $10,279,869 and $23,535,490 respectively. 

 
• Mental Health and Mental Retardation receivable for “Within 30 Days” and 

“Over 30 Days” amounts were understated  on the AFR-30 in agency 729, fund 
1300 by $9,740,501. 

 
• Using the methodology agreed to in FY 04, but not applied in FY 05 related to 

“Cash on Hand” for agency 748, the fund 1200 amount was adjusted by 
$106,667,163. This is a material adjustment to the CAFR. 
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FINDING 05-CHFS6-6: The Cabinet For Health And Family Services Should 
Implement Controls To Ensure Proper Preparation And Review Of Closing 
Package Forms (Continued) 

 
FY 05 new issues resulted in one (1) adjustment both properly classifying “Deferred 
Revenue” as “Revenue Earned Not Received” and including PX expenditures that were 
omitted which resulted in agency 746, fund 1200 being overstated by $2,293,803. 
 
Good internal controls dictate the agency should incorporate agreed upon 
recommendations in the closing package process to ensure the information reported is 
accurate and reliable.  
 

Recommendation 
 
CHFS should document errors noted on the closing package each year and ensure 
those errors are fixed on subsequent closing packages.  In addition, 
knowledgeable personnel should review the closing package to ensure previously 
noted errors are corrected. 
 
Management Response and Corrective Action Plan 

 
In order to correct these issues the following steps have already been taken.  The 
worksheet that is used for the Medicaid Child support has already been changed 
so that it will calculate and categorize as requested.  The other changes in 
regards to reporting “Gross” instead of “Net”. This change has been made on 
the internal worksheet and preparation instructions for the closing package.  This 
is also true with the Cash on Hand finding for 748 1200. It has been noted on 
work papers to use the Seagate Cash schedule in the calculation instead of the 
Federal Cash Award Schedule. All of the changes are noted in several areas to 
help ensure that they are not missed in the coming years closing package by the 
preparer.   
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FINDING 05-CHFS7-7: The Cabinet For Health And Family Services Should 
Obtain A SAS 70 Audit Report For Tier Technologies, Inc. 
 
State Organization: Cabinet for Health and Family Services 
 
CHFS contracts with Tier Technologies (Tier) for services related to child support and 
Kentucky Children’s Insurance Program (KCHIP). Tier is not required to receive a 
Statement of Auditing Standards 70, Service Organizations, (SAS 70) audit of the 
contractor’s daily operations by an independent accounting firm. The SAS 70 audit 
would provide an in-depth audit of control activities, which would cover controls over 
information technology and related processes. We initially noted there was no audit of 
Tier’s daily operations by an independent accounting firm in our FY 00 audit report. In 
the management response, CHFS indicated arrangements would be made for a bi-annual 
audit.  No SAS 70 audit has ever been performed on Tier’s Kentucky operations. 
 
CHFS contracts with Tier as the central collection unit for collecting, processing, and 
depositing child support payments. During FY 05, Tier processed 82% or $290,012,086 
of the $355,494,360 in child support collections and collected $2,188,029 in fees for 
providing these services to the state.  
 
In addition, CHFS contracts with Tier for maintaining the State case registry information 
relating to Non IV-D child support cases. As part of this contract, Tier enters court 
ordered support information into the state’s KASES (Kentucky Automated Support 
Enforcement System) registry. CHFS paid Tier $63,232 for this service in FY 05. 
 
CHFS has another contract with Tier for collecting, processing, and depositing premium 
payments for the KCHIP. During FY05, Tier processed $2,179,733 of the KCHIP 
premiums and collected $435,469 in fees for providing these services. 
 
CHFS does not have assurance the existing internal controls are suitably designed to 
achieve the control objectives, nor do they know if controls were operating with 
sufficient effectiveness to provide reasonable assurance CHFS’ objectives were met. 
 
CHFS has oversight responsibility to ensure controls over collections are adequate to 
safeguard child support and KCHIP monies. Requiring Tier Technologies to have a SAS 
70 audit performed would reveal whether controls were suitably designed to achieve 
specified control objectives, had been placed in operation as of a specific date, and 
whether controls tested were operating with sufficient effectiveness to provide reasonable 
assurance that related control objectives were met during the designated time period. 
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FINDING 05-CHFS7-7: The Cabinet For Health And Family Services Should 
Obtain A SAS 70 Audit Report For Tier Technologies, Inc. (Continued) 

 
Recommendation 
 
We recommend a SAS 70 audit (in-depth look at control activities) be required 
for the vendor awarded the contract for collecting, processing, and depositing 
child support and KCHIP monies and entering court orders into KASES. 
 
The current contract for the central collection unit for child support expires in 
November 2006. A requirement for a SAS 70 audit should be included in the 
contract. If the contract with the current central collection unit vendor is extended, 
we recommend CHFS obtain a SAS 70 audit for significant operational controls 
impacting child support. 
 
The contract to collect, process, and deposit KCHIP monies expires in June 2006. 
We recommend CHFS obtain a SAS 70 audit for significant operational controls 
impacting KCHIP. 
 
Management’s Response and Corrective Action Plan 
 
Division of Child Support Response: 
An audit by an independent accounting firm to review the daily operations of the 
centralized collection unit will be included in the Invitation for Bid, which 
automatically incorporates the audit as a requirement of the contract.  Since the 
contract for entering orders in private cases does not expire and the amount of 
this contract is much less than the collection unit, we will investigate including 
the audit provision in the next contract renewal.  DCS cannot address the 
recommendation for the KCHIP finding.  
 
Division of Medicaid Response: 
The Department for Medicaid Services will work with the Office of Contracts 
Oversight during contract negotiations to include an SAS 70 audit for KCHIP.   
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FINDING 05-CPE1-8: The Council On Postsecondary Education Should Verify 
Expenditures Under An MOA To Be Within The Limits Specified Under the MOA 
 
State Organization: Council on Postsecondary Education 
 
The Memorandum of Agreement (MOA) between the Council on Postsecondary 
Education (CPE) and the University of Kentucky (UK) regarding expenditures under the 
Technology Initiative Trust Fund’s Kentucky Postsecondary Education Network (KPEN) 
program indicates the payments from CPE to UK would not exceed “…an annual 
payment of $2,750,000.” 
 
CPE exceeded the annual payment to UK by $223,611. The original MOA was to be 
modified to provide for additional taxes; however, an amended MOA was not executed. 
In addition, CPE paid the University of Louisville (UofL) $59,938 from the Technology 
Initiative Trust Fund’s KPEN program with no current MOA in place. 
 
CPE expended funds under the Technology Initiative Trust Fund’s KPEN program above 
the MOA authorizations or without MOA authorization. 
 
CPE failed to verify expenditures were within the limits specified in the executed MOA 
with UK. Also, CPE failed to amend the original MOA with UK to allow for the 
additional taxes. Finally, CPE did not follow up with UofL to obtain an executed MOA. 
 

Recommendation 
 

All expenditures under MOAs should be verified to be within the limits specified 
within the MOA. CPE should not approve payment of expenditures without a 
properly executed MOA.  MOAs should be amended as necessary for any verbal 
modifications agreed upon within the binding entity. 
 
Management’s Response and Corrective Action Plan 

 
The CPE staff agree with the auditor’s recommendation. The MOA between UK 
and CPE is being redrafted to accurately represent the maximum amount payable 
under the agreement, and to reflect a monthly payment schedule. Expenditures 
under the MOA with UK will be monitored to ensure that payments are being 
properly made in accordance with the executed MOA. 
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FINDING 05-CPE1-8: The Council on Postsecondary Education Should Verify 
Expenditures Under An MOA To Be Within The Limits Specified Under the MOA 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
The payment to UofL was for unanticipated costs associated with shutting down 
an old network. An agreement should have been implemented to set out the terms 
of the MOA. No further payments to UofL are anticipated. The CPE staff agree 
that no payments should be made except where an agreement between the parties 
has been executed. 
 
A refund of approximately $134,500 (including approximately $128,600 through 
June 2005) will be reflected as a credit on the October KPEN invoice from UK. 
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FINDING 05-DOC1-9: The Department Of Corrections Should Monitor Contract 
Expenditures And Maintain Documentation As Required By The Finance And 
Administration Cabinet  
 
State Organization: Department of Corrections 
 
During our FY 05 testing of fifty-four (54) Kentucky State Reformatory (KSR) 
expenditure transactions, we found a total of seventeen (17) exceptions which includes 
the following: 
 

• One (1) transaction totaling $10,283 was not approved by authorized personnel.  
This was an expenditure for contracted personnel providing visual care.  KSR 
does not verify the time charged by these personnel.  The total amount of this 
contract is $173,565 per year for two (2) years. 

• Fourteen (14) transactions totaling $167,963 lacked supporting documentation.  
KSR did not maintain time records for contracted nurses and other medical staff.  
The total amount of the contract for nursing services is $2,369,742 per year for 
two (2) years. 

• Two (2) transactions totaling -$517 were refunds caused by Department of 
Corrections (DOC) overpayments to Correct Care – these overpayments were not 
discovered by DOC or the University of Kentucky Research Foundation, who is 
the liaison between DOC and Correct Care, and is responsible for monitoring 
medical and dental expenses.  The total amount of this contract is $41,808,192 for 
two (2) years. 

 
KSR personnel are not verifying time records of contracted personnel.  The time of 
contracted personnel is the basis for the KSR expenditure.  If KSR personnel do not 
check time records supporting the invoices submitted, the contractor could be over billing 
KSR for services rendered. 
 
KSR is not adhering to the record keeping requirements of the Commonwealth (FAP 
120-21-00).  KSR is only keeping a calendar year’s worth of time records, which are the 
basis for KSR expenditures for contracted medical services.  As stated above, if KSR 
personnel do not check time records supporting the invoices submitted, the contractor 
could be over billing KSR for services rendered. 
 
According to the Master Agreement between DOC and the dental provider, “Fiscal 
monitoring will be performed by KSR Comptroller’s Office.  Programmatic monitoring 
will be performed by KSR Deputy Warden of Medical.” 
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FINDING 05-DOC1-9: The Department Of Corrections Should Monitor Contract 
Expenditures And Maintain Documentation As Required By The Finance And 
Administration Cabinet (Continued) 
 
According to the Master Agreement between DOC and the healthcare vendor, “The 
medical department along with the fiscal managers will monitor the monthly costs, 
including the number of hours used.  Each institution will monitor for quality of services 
performed.” 
 
According to FAP 120-21-00, “Records shall be retained by an agency for a period of 
eight years beyond the close of the fiscal year in which the transaction was initiated.” 
 
The Master Agreement between DOC and the University of Kentucky (UK) Research 
Foundation states, “At two week intervals, CorrectCare will submit an invoice both to the 
UK Research Foundation and the DOC for the total amount of the provider claims for the 
previous two week period.  The DOC will pay the invoiced amount to the University; the 
University will pay the invoiced amount to CorrectCare; and CorrectCare will pay 
authorized amounts to individual providers.”  The agreement also states that the Network 
Monitor, provided by the UK Research Foundation, will review monthly reports 
submitted by CorrectCare and provide account audits of Network Coordinator reports. 
 

Recommendation 
 
We recommend that DOC audit the invoices from contracted vendors, on a 
sample basis, and verify time worked for services rendered. 
 
DOC should also reinforce FAP policies and procedures to their personnel.  KSR 
policies and procedures should be updated to reflect the same requirement for 
record keeping. 
 
DOC should revisit their contract with the UK Research Foundation and include a 
clause that would penalize them for exceeding a certain error percentage. 

 
Management’s Response and Corrective Action Plan 
 
The DOC Division of Administrative Services will send a communiqué to KSR 
Management, instructing them to immediately develop an in-house procedure to 
ensure we are being billed the appropriate number of hours by our contract 
medical providers.  The communiqué will also emphasize the need of adhering to 
appropriate record retention timeframes.  As has been noted in previous 
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FINDING 05-DOC1-9: The Department Of Corrections Should Monitor Contract 
Expenditures And Maintain Documentation As Required By The Finance And 
Administration Cabinet (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
responses to audit findings, the DOC is aware that there were lapses in judgment 
by former fiscal management personnel at KSR, and we are dealing with that 
situation.  In regard to the issue of revisiting our contract with UK, we believe 
this may be an “apples and oranges” issue, and perhaps indicate that audit staff 
do not fully grasp the dichotomy between contracted medical providers and 
network staff.  Personal Service Contract personnel (i.e. the dental provider as 
cited in the audit report), are contracted directly with DOC, not through 
CorrectCare.  We continue to utilize staff hired through CorrectCare when that 
can be done at a savings, and in all likelihood, this utilization will increase as 
time goes on.  Nonetheless, the auditor’s point is well taken in regard to proper 
timekeeping of all contract providers, whether by Personal Service Contract or 
through the network.  Our point is simply that the tenor of the audit findings 
seemed to infer that the network has a direct responsibility in ensuring the 
accuracy of timekeeping for Personal Service Contract staff, and such is not the 
case.  In regard to the managed network (UK + CorrectCare), we have already 
been successful in recovering a number of medical overcharges from various 
medical providers.  The network has been instrumental in detecting and reporting 
these overcharges, which is one of the duties we expect of them. 
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FINDING 05-DOC2-10: The Department Of Corrections Should Strengthen 
Existing Procurement Card Internal Controls 
 
State Organization: Department of Corrections 
 
The Department of Corrections processed 4,105 Procurement Card transactions totaling 
$864,702 in fiscal year 2005.  We tested forty (40) transactions and found six (6) 
transactions lacking adequate supporting documentation.  Specifically: 
 

• Five (5) transactions totaling $766.94 did not have evidence that items received 
were properly inspected by cardholders. 

• One (1) transaction in the amount of $59.01 lacked supporting documentation of 
prior approval for the purchase. 
 

We also found: one (1) transaction where the Individual Procurement Card was shared 
with another employee, one (1) transaction that lacked a signed statement that the 
purchase was beneficial to the Commonwealth, one (1) transaction where the 
Commonwealth paid sales tax of $9.61, and one (1) transaction for a finance charge by 
the bank due to the late payment of another transaction not included in our sample. 
 
The auditor found one (1) Pro-Card sharing transaction while conducting an interview 
with KSR personnel.  The cardholder indicated that the warden told her to give her Pro-
Card to one of their officers to use on a trip to New Orleans.  Even though the cardholder 
requested an official letter from the warden for permission to give the card to another 
employee to use, it still violates FAP 111-58-00. 
 
The control weaknesses and noncompliance with FAP 111-58-00 listed above were 
caused by lack of understanding of the requirements of FAP 111-58-00.  Failing to 
purchase goods or services or monitor purchases in accordance with FAP 111-58-00 
results in noncompliance with Procurement Policies and Procedures established by the 
Finance and Administration Cabinet. 

 
Agencies should maintain adequate supporting documentation of transactions and 
adequately monitor agency activity for compliance with laws, regulations, and policies. 
 
FAP 111-58-00 states: 
 

#2 “Each frequent user should be issued an individual card.  An employee 
issued an individual card shall sign and accept the terms and conditions of  
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FINDING 05-DOC2-10: The Department Of Corrections Should Strengthen 
Existing Procurement Card Internal Controls (Continued) 
 

the Commonwealth of Kentucky Procurement Card Cardholder Agreement 
provided by the Finance and Administration Cabinet.  An individual card  
embossed with the employee’s name shall be used exclusively by that 
employee and shall not be shared or loaned to other employees.” 

 
#17(d) “Each procurement card cycle for with the cardholder or 
organizational unit’s card custodian has made purchases, the cardholder or 
organizational unit’s card custodian and his or her immediate supervisor 
shall sign a statement that the purchases were for the benefit of the 
Commonwealth and not for personal use.  Each cardholder…shall identify 
the purpose of the transaction, if it not readily understandable based on the 
goods procured.  This statement shall be submitted to the administrator with 
four (4) business days after the end of the cycle.” 
 
#10 “A cardholder shall, as an agent of the Commonwealth, ensure the 
proper use of the Commonwealth’s tax exempt registration number.” 
 
#19 “An agency shall process payments in the state’s procurement system in 
sufficient time to pay the issuing bank. If authorization is not received in 
sufficient time, the agency shall be responsible for payment of interest 
charges.” 

 
Recommendation 

 
The Department of Corrections should strengthen the existing Procurement Card 
internal controls to ensure compliance with FAP 111-58-00 by providing a 
refresher Procurement Card User Training to cardholders, administrators, and 
card custodians. 
 
Management’s Response and Corrective Action Plan 
 
DOC Management acknowledges that some human error is likely, particularly in 
a budget unit as complex as KSR.  This office conducts training for all DOC Pro-
Card administrators at least annually, with emphasis placed on obtaining 
appropriate supporting documentation for each transaction, including receipts 
and authorization for the purchase from the appropriate institutional official.  
Recent internal changes made in the KSR Fiscal Section should help to improve 
compliance with Pro-Card regulations.  Moreover, fiscal management staff at 
KSR shall be advised of the findings of the audit, and instructed to guard closely  
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FINDING 05-DOC2-10: The Department Of Corrections Should Strengthen 
Existing Procurement Card Internal Controls (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
against such disparities in the future.  Finally, this office will plan for an internal, 
unannounced Pro-Card audit at KSR sometime in calendar year 2006. 

 
DOC fully understands that Pro-Cardholders are not to share their assigned 
cards with other staff.  However, the report issued by the auditor does not fully 
describe the circumstances surrounding the use of a Pro-Card by an employee on 
a trip to New Orleans.  After Hurricane Katrina struck New Orleans, Kentucky 
DOC sent a number of personnel to the area to assist in emergency relief efforts.  
Employees assigned to this detail were uncertain about the availability of 
essential items, such as food and gasoline.  This was because of the hurricane’s 
devastation that totally disrupted supply lines.  In light of this fact, as well as the 
fact that no DOC Pro-Cardholders were on this assignment, DOC management 
made the decision to allow a staff member to take a Pro-Card assigned to another 
employee on the mission to New Orleans.  Had this decision not been made, the 
entire relief mission could have conceivably been in jeopardy.  DOC does not and 
will not endorse the sharing of assigned Pro-Cards, and our internal audits do 
look for such violations.  However, in this situation cited by the auditor, DOC 
believes it to be totally absurd to suggest that such a relief mission, arguably 
dealing in life or death matters would have had to have been curtailed due to a 
Pro-Card technicality. 
 
Auditor Response: 
 
We recommend that DOC and FAC review extraordinary situations such as 
described above related to Hurricane Katrina to determine if FAP 111-58-00 
should be amended to recognize emergencies and special procedures. 
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FINDING 05-DWI1-11: Department Of Workforce Investment Should Strengthen 
Controls To Improve Reporting Of Employer Accounts 
 
State Organization: Department of Workforce Investment 
 
The agency has made improvements in reporting the delinquent employer contribution 
receivables on the closing package.  However, several problem areas remain.   
��Reports and/or payments were posted to an incorrect account and were not properly 

correctly during internal audit 
��Payments were received and not automatically applied to the outstanding balance on 

Program 42.  This resulted in accounts receivable and accounts payable balances 
occurring simultaneously for the same account at 6/30/05 

��In two (2) instances journal entries were performed incorrectly or lacked proper 
supporting documentation to determine the cause for the adjustment (i.e. amended 
wages, overpayment, etc) 

��Overpayments established over five (5) years ago were still on system and reported as 
deferred revenue; information supporting the balance on these accounts had been 
purged and could not be verified 

��Four (4) balance discrepancies were discovered during testing; agency lacked 
adequate supporting documentation to explain these differences 

��Four (4) reports/payments were not transferred correctly to the successor/predecessor 
account, leaving a payable in the successor account and a receivable in the 
predecessor account or vice-versa; some of these were not reconciled during internal 
audit 

��11 balances could not be verified due to the age of the account or missing 
documentation 

 
Incorrect account balances result in an understatement or overstatement of receivables 
from delinquent employer contributions and deferred revenue on the closing package 
forms submitted to Finance for financial reporting purposes.   
 
Proper internal control dictates that the agency should have a computer system in place to 
adequately maintain employer accounts to ensure that information input into the system is 
accurate and reliable.  
 
Generally Accepted Accounting Principles (GAAP) dictates that government funds 
recognize revenues in the accounting period in which they become susceptible to accrual 
– both measurable and available.  Therefore, amounts that are available, but not otherwise 
measurable, should be reported as deferred revenues rather than as revenue. 
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FINDING 05-DWI1-11: Department Of Workforce Investment Should Strengthen 
Controls To Improve Reporting Of Employer Accounts (Continued) 
 

Recommendation 
 

During testing this year, we noted areas of improvement from the prior year audit.  
However, there are several areas that still need to be addressed.  Computer system 
and staff controls should be enhanced to ensure proper reporting of the closing 
package forms for Financial Statement purposes.  Controls should be enhanced to 
prevent the reoccurrence of errors that affect the employer accounts. 
 
Management’s Response and Corrective Action Plan 
 
Reports or payments not posted to correct account not corrected in audit process 
will be detected and corrected in rate or certification process.   
 
Payments indicated by employer to be applied to current quarter must be placed 
in A/P until the current quarter report posts to program 42 even if there is an 
outstanding receivable. 
 
There is an ongoing problem with employees not completing the drop down box 
“Reason for Journal”.  This is a training issue.  It is not possible to “attach” 
supporting documentation because the journal is created on line and the image is 
created from the data.  Any supporting documents would be listed on image query 
as correspondence. 
 
A system purge of terminated accounts with A/P balance has not been done in 
several years.  Completion of this task would solve this issue.  There will however 
still be closed accounts with A/P and A/R balances.  Due to subjectivity and 
Unemployment Tax (SUTA) dumping laws, this information must be retained. 
 
A/P amounts are not automatically transferred from predecessor to successor 
accounts, only the reserve balance. 
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FINDING 05-DWI2-12: Department Of Workforce Investment Should Develop 
Procedures To Determine And Document Estimates To Ensure Consistency 
 
State Organization: Department of Workforce Investment 
 
During testing of the FY 05 closing package, the R731 Allowance for Uncollectible 
amount was unable to be substantiated.  According to agency personnel, the allowance 
was calculated by taking an average of the past 3 years’ write-off amounts, however, this 
could not be verified.  It was determined that the allowance was the 2003 and 2004 write-
offs divided by three.  The agency was unable to come up with the total population used 
to calculate the allowance estimate or methodology for determining this allowance.  

 
The condition reported above was caused by lack of documented procedure.  As a result 
of these findings, uncollectible allowance was understated by $2,707,796.  This gives an 
inaccurate projection as to the amount the agency will be able to collect; therefore, 
overstating receivables. 
 
Sound accounting practice dictates entities re-estimate their allowance for uncollectible 
amounts each annual financial reporting date and when information indicates that the 
latest estimate is no longer correct.  Losses due to uncollectible amounts should be 
measured through a systematic methodology, remaining consistent from year to year.  
Furthermore, good internal controls dictate that adequate review procedures should be in 
place to ensure the closing package contains verifiable and accurate data before 
submission so amounts appearing on financial statements are reported accurately.   
   

Recommendation 
 
We recommend DWI implement controls to ensure that closing package numbers 
are reported accurately.  Closing package numbers should be properly 
documented and verifiable.  DWI should document the method used in 
determining estimates so this can be done in a consistent manner each year.  DWI 
should develop procedures to determine estimates and document them to ensure 
consistency.   

 
Management’s Response and Corrective Action Plan  
 
New procedures have been established to keep up with the accounts that have 
been declared uncollectible.  There is now a formula in place to give an accurate 
accounting of accounts that have been declared and to give actual amounts or 
estimates as needed. 
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FINDING 05-DWI2-12: Department Of Workforce Investment Should Develop 
Procedures To Determine And Document Estimates To Ensure Consistency 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

As recommended, the agency will be using the 6/30 trial balance of employers 
accounts to get the actual uncollectible accounts, and use the past 2 years, plus 
the current year, to get a closer estimate of next year’s uncollectibles. 
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FINDING 05-DWI3-13: The Department Of Workforce Investment Should Declare 
Old Accounts Uncollectible And Write Them Off In A Timely Manner 
 
State Organization: Department of Workforce Investment 
 
During testing of delinquent employer tax accounts, the auditor noted that many of the 
accounts had been in the system and reported as an account receivable even though they 
had been inactive for several years.  Much of the time these employers had gone out of 
business and/or declared bankruptcy.  Out of a total of $38,940,990 accounts receivable, 
$11,470,320 was found to be over five (5) years old and needed to be declared 
uncollectible.  Once declared uncollectible, the account could be written-off and no 
longer included in the accounts receivable balance for the purposes of financial reporting. 
 
According to agency personnel, it takes some time to go through each of these accounts 
and declare them uncollectible.  They are aware of the problem and had planned to 
correct it when time permitted.  Inactive accounts being included in the balance 
overstates accounts receivable and does not give an accurate view of the amount the 
agency expects to collect.   
 
Sound accounting practice dictates receivables be evaluated periodically to determine the 
likelihood of collection and an amount that is likely to not be collected be written off.  
KRS 341.300 (4) states:  
 

An action for the recovery of contributions, interest or penalties under 
this section shall be barred and any lien therefore shall be cancelled and 
extinguished unless collected or suit for collection has been filed within 
five (5) years from the due date of such contributions, except in the case 
of the filing of a false or fraudulent report the contributions due shall not 
be barred and may at any time be collected by the methods set out in this 
chapter, including action in a court of competent jurisdiction.  

 
Recommendation 

 
We recommend that inactive/old accounts be declared uncollectible and written-
off in a timely manner.  These accounts should not be included in closing package 
reporting. 
 
Management’s Response and Corrective Action Plan 

 
Closing an account or declaration of bankruptcy does not justify declaring an 
account uncollectible.  Bankruptcy cases are “monitored” until we get official  
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FINDING 05-DWI3-13: The Department Of Workforce Investment Should Declare 
Old Accounts Uncollectible and Write Them Off In A Timely Manner (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
notice of closing or discharge.  After dismissal, in some cases, we are allowed to 
attempt collection.  If a closed account has a partial payment agreement, we do 
not declare it uncollectible, or if we have a legal action (suit, judgment or 
execution) we do not declare an account uncollectible.  These actions have been 
reviewed and approved by our legal department and give us an additional 15 
years to collect the delinquency. 
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FINDING 05-DWI4-14: The Department of Workforce Investment Should Review 
The Closing Package Before Submission To The Finance And Administration 
Cabinet 
 
State Organization: Department of Workforce Investment 
 
For FY 05, DWI prepared closing package forms and submitted them to FAC without 
adequate review.  As a result of the inadequate review, the issues below were noted. 
 
• Benefit Overpayment receivables did not include penalties receivable or interest 

receivable, understating the balance by $4,197,830.  An adjustment to Finance was 
recommended to correct this error. 

 
• Incorrect figures were used to calculate Employer Tax Receivables, understating the 

balance by $11,615,250.  An adjustment to Finance was recommended to correct this 
error. 

 
• Several other mathematical errors were brought to the agency’s attention during the 

course of the audit, most of which were corrected via amended closing package 
forms.   

 
• The agency submitted a final amended closing package, however, the uncollectible 

allowance remains understated by $2,707,796.   
 

The numerous errors noted in the closing package forms created erroneous financial 
statement amounts and required several revisions on behalf of the agency. 
 
Good internal controls dictate that adequate review procedures should be in place to 
ensure the closing package contains verifiable and accurate data before submission. 
 

Recommendation 
 
We recommend that DWI implement controls to ensure that the closing package 
forms are prepared consistently and accurately before submission.  Proper review 
of the closing package could prevent future errors.  We also recommend that the 
information reported on the closing package be properly supported and verifiable. 
 
Management’s Response and Corrective Action Plan 

 
In regards to the Benefit Overpayment receivables, the agency has made 
corrections on 10/31 to the 2005 closing package.  The agency has taken action to 
ensure that penalty and interest will be included in next year’s closing package. 
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FINDING 05-DWI4-14: The Department of Workforce Investment Should Review 
The Closing Package Before Submission To The Finance And Administration 
Cabinet (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
In regards to the incorrect figures that were used to calculate Employer Tax 
Receivables, the agency has put into place written instructions regarding what 
lines to use from the 6/30 employers trial balance for the upcoming closing 
package.  The Agency made the correction 10/31 to the closing and submitted the 
corrections to Finance.   
 
As recommended, the agency will be using the 6/30 trial balance of employers 
accounts to get the actual uncollectible accounts, and will use the past 2 years, 
plus the current year, to get a closer estimate of next year’s uncollectibles. 
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FINDING 05-FAC1-15: The Finance And Administration Cabinet Should 
Formalize And Consistently Apply The Program Modification Process For The 
Commonwealth’s Cash And Investments System 
 
State Organization: Finance and Administration Cabinet 
 
During the audit of the internal controls over the Commonwealth’s Cash and Investments 
System, we noted that the Office of Financial Management (OFM) has a program 
modification process in place; however, this process had not been formalized in standards 
or procedure statements specific to the agency.  Further, as has been reported for the last 
three years, although agency personnel are aware of the program modification process, it 
is not being consistently applied to new program development and changes to existing 
programs.   
 
To help standardize the program modification process, OFM has developed a program 
modification request form called a Program Change Request (PCR).  Among the steps 
associated with this form, approvals are required from various members of agency 
personnel to ensure that the requested change is necessary, the proposed coding change is 
reasonable, and the altered program code has been sufficiently tested for accuracy and 
applicability to the requested change.  Once all of these approvals have been placed on 
the PCR, then a final approval to move the change into production must be applied.   
 
The review of documentation maintained in support of the program modification process 
revealed that there was no central repository or logging of PCR requests that are within 
this program modification process.  We found two (2) complete PCR requests that had 
been promoted to production within the possession of one (1) or more of these 
individuals: the programmer, the internal auditor, and the librarian for the production 
environment.  Also, after asking about new program development, there was an 
additional complete PCR form presented to the auditor for a change moved into 
production on July 1, 2004, which had not been in the possession of any of these 
individuals during the testing phase. 
 
During testing for fiscal year (FY) 2005, we identified 608 instances where changes were 
made within 28 programs.  Of these changes, there were 156 instances, or 25.7 percent, 
that were not supported by a PCR or considered a ‘general maintenance’ change. 
 
As discussed with the agency during the FY 2003 audit and thereafter, a ‘general 
maintenance’ PCR may be used for routine program changes, which can include changes 
to the cycle number, fiscal year, date, number of days in the month, and file name 
changes where the file name contains a date or month that corresponds to the date/month 
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FINDING 05-FAC1-15: The Finance And Administration Cabinet Should 
Formalize And Consistently Apply The Program Modification Process For The 
Commonwealth’s Cash And Investments System (Continued) 
 
being processed.  There were 430 ‘general maintenance’ changes identified within the 
608 instances of changes for FY 2005, or 70.7 percent, that the auditor would consider 
meeting the requirements of a general maintenance program change.  These changes were 
not supported by e-mail or other communication of the issues to be resolved, a code 
comparison that shows all changes made to the program, or proper approval from a 
person other than the programmer to move the changes into production.   
 
A review of the PCR forms and supporting documentation revealed that there is no listing 
consistently developed that specifically discusses or shows the changes that were made in 
the program code.  None of the three (3) FY 2005 complete PCR forms included a code 
comparison between the original code and the revised code.  Therefore, we were only 
able to trace changes based on the descriptions on the form of the proposed changes. 
 
Also, the prior year review of the completed PCR forms revealed a significant number of 
changes being placed into the production environment before receiving the final approval 
for implementation.  For FY 2005, one (1) of the three (3), or 33.3%, completed PCR 
forms were exceptions.  This PCR represented a change request where a program was 
placed in production nearly a month prior to the approval to proceed with changes and 
over seven (7) months prior to the approval for implementation.   
 
Our discussions with the production environment librarian, indicated that due to a lack of 
required documentation, program changes could be placed into production without proper 
approval for implementation.  Agency personnel had informed the librarian that the only 
requirement for uploading programs into the production environment was an e-mail 
message from the programmer.  Further, the librarian does not participate in the 
completion of the PCR form, although there is a section on the form that is to be filled 
out by the person that has implemented the change to production.  This particular request 
concerned an initiative by OFM to modify existing programs and develop any necessary 
new programs to ensure that the cash within the portfolio accounts could be matched 
between the Commonwealth’s financial system and the Cash & Investments System. 
 
During discussions with the librarian over the production environment, it was discovered 
that due to a lack of documentation required, program changes could be placed into 
production without proper approval for implementation.  Agency personnel had informed 
the librarian that the only requirement for uploading programs into the production 
environment was an e-mail message from the programmer.  Further, the librarian does 
not participate in the completion of the PCR form, although there is a section on the form 
that is to be filled out by the person that has implemented the change to production. 
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FINDING 05-FAC1-15: The Finance And Administration Cabinet Should 
Formalize And Consistently Apply The Program Modification Process For The 
Commonwealth’s Cash And Investments System (Continued) 
 
Without a formalized program modification process and monitoring of the compliance 
with the process, the agency is at risk that procedures that are deemed vital to the process 
will be overlooked.  For example, disregarding the procedure established to review 
supporting documentation for evidence that a change has been tested and approved for 
promotion to production could circumvent the control that only allows the librarian to 
have write access to the production environment.  This increases the likelihood that 
unauthorized or inappropriate program changes could be placed in production. 
 
The program modification process should be formalized, distributed, and understood by 
all applicable agency personnel.  This process should be consistently applied to all code 
changes to existing programs and the development of new programs.   
 
Due to a change in the timing of the auditor’s review of certain IT processes and controls, 
the testing of FY 2005 IT processes and controls was conducted prior to the agency 
having an opportunity to remedy the issues identified in the FY 2004 report comments. 
 

Recommendation 
 

We recommend that OFM formalize, implement, and consistently apply control 
procedures over the program modification process.  Specifically, the agency 
should, at a minimum: 

 
• Develop a formal procedure manual for the program modification process.  

This manual should include the procedures to adequately document program 
specifications and understanding of program objectives, to specifically 
identify changes in code by developing a code comparison listing between the 
original code and the revised code, to properly complete the PCR form, to 
adequately test proposed program code changes, and to verify that all 
approvals are in place for the program code change before implementation to 
the production environment.  If emergency situations are anticipated that 
might require this process to be accelerated, then that should be taken into 
consideration and an alternative process developed that properly applies 
compensating controls over that accelerated process. 

• Process all new programs and modifications to existing programs through the 
established program modification process as documented in the formal 
procedure manual. 
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FINDING 05-FAC1-15: The Finance And Administration Cabinet Should 
Formalize And Consistently Apply The Program Modification Process For The 
Commonwealth’s Cash And Investments System (Continued) 

 
Recommendation (Continued) 
 
• Ensure all changes comply with established program modification procedural 

requirements.  Requirements should include procedures to ensure that all 
changes are properly reviewed for accuracy by an individual other than the 
programmer and that proper approvals are documented authorizing 
implementation of the change into production before the librarian moves the 
change to the production environment.  After implementation of changes, the 
librarian should sign and date the PCR form to affirm that this process has 
been completed. 

• Ensure, for those changes that relate to a ‘general maintenance’ PCR form, 
that the programmer provides supporting documentation for the request of the 
program changes, inclusive of an e-mail or other communication of the issues 
to be resolved, identification of the specific program code that was changed to 
satisfy the request, and approval from a person other than the programmer to 
move the changes into production.  All personnel involved with authorizations 
of the PCR form should be made aware of the responsibilities they are 
assuming with their authorizations on these forms. 

• Establish a logging feature within the program modification process.  This log 
should include the name of the originator, origination date, brief description of 
problem, programs affected, completion date, and implementation date.   

• Establish a centralized location for maintaining all complete PCR forms. 
 

We are aware that the agency has begun the process to replace the current Cash and 
Investments System; however, we believe that the recommendations proposed are 
universal enough to relate easily with the new system development.  It is the 
historical precedent within OFM to require continuous program changes that has 
caused the auditors to strongly advocate the agency formalize and consistently apply 
appropriate program change control procedures. 

 
Management’s Response and Corrective Action Plan 

 
 The Office of Financial Management agrees the Program Change Request is not 

being completed as required.  We are currently in the process of writing a new 
program.  This will eliminate the need to make any updates to the old SAS 
program.  Once the new program is in place, all program files will be placed in 
the Library.  Any change to the file will require approval of the Accounting/IT 
supervisor.  The Librarian will be instructed to move the files after the supervisor  
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FINDING 05-FAC1-15: The Finance And Administration Cabinet Should 
Formalize And Consistently Apply The Program Modification Process For The 
Commonwealth’s Cash And Investments System (Continued) 

 
Management’s Response and Corrective Action Plan (Continued) 

 
has approved.  Once the new program is complete, a formalized process for 
program chances will be completed and implemented.  The new month end 
program will run through LanBatch, therefore the program changes will not be 
implemented until approved by the supervisor and moved to the Library.   
 
We will establish a logging procedure for program change requests and have one 
documentation file that will have all signed reports. 
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FINDING 05-FAC2-16: The Finance And Administration Cabinet Should 
Strengthen Logical Security Procedures Surrounding The Complete Asset 
Management, Reporting, And Accounting System 
 
State Organization: Finance and Administration Cabinet 
 
As noted during the previous audit of the Commonwealth’s Cash and Investments 
System, the Office of Financial Management did not properly secure the critical financial 
data associated with the distribution of earnings from investments.  Further, OFM has not 
developed or implemented a formalized security policy that identifies management and 
user responsibilities concerning IT security surrounding the Cash and Investments 
System. 
 
By moving all production programs into a secured file directory that is restricted to the 
Librarian and the Commonwealth Office of Technology administrators, OFM has 
increased the security over the system programs.  However, the auditors found a 
significant number of files, including production data files, being used within current 
system programs that reside in another directory that is not as strictly secured.  Also 
within this directory is the staging libraries used by the programmer to hold programs 
waiting to be moved to production.  All OFM staff currently has ‘Change’ access to these 
files, which would allow them to read, add, alter, or delete these files.       
 
Without strong, formalized, logical security controls, the opportunity increases for 
unauthorized modification to production files as well as the likelihood of errors or losses 
occurring from incorrect use of data and other resources.   
 
Due to a change in the timing of the auditor’s review of certain IT processes and controls, 
the testing of FY 2005 IT processes and controls was conducted prior to the agency 
having an opportunity to remedy the issues identified in the FY 2004 report comments. 
 
Formalized security policies set the tone of management concern for strong system 
security and provide a security framework used to educate management and users on 
their responsibilities. Further, access to directories that house programs and critical 
financial data should be restricted to only necessary employees.  System security should 
be administered in such a way as to ensure proper segregation of duties.  Granting users 
system access that would allow the ability to alter or delete programs or financial data 
prior to or subsequent to processing increases the risk of financial misstatements or 
fraudulent reporting.   
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FINDING 05-FAC2-16: The Finance and Administration Cabinet Should 
Strengthen Logical Security Procedures Surrounding The Complete Asset 
Management, Reporting, And Accounting System (Continued) 
 

Recommendation 
 
We recommend that OFM develop and implement a formalized security policy 
that standardizes security responsibilities for all employees and ensures critical 
programs and data are properly secured.  All Cash and Investment System related 
programs should be reviewed to ensure that financial data files being used or 
created are being housed in a properly secured directory.  Further, access to the 
program staging library should be properly restricted. 
 
 
Management’s Response and Corrective Action Plan 
 
A formalized policy will be written and implemented during FY 2006.  We are in 
the process of writing a new program and the security policy will reflect that 
program.  Beginning with FY 2006, all program files will be maintained in the 
Library.  The only time the files will be moved/changed is when a program 
change request has been submitted and approved.  After the programmer makes 
the change, the files will be placed in a secure folder.  The folder will have 
security to allow only the supervisor to have write access.  Once the files have 
been reviewed and approved by the supervisor the Librarian will be contacted to 
move the files into the Library.   
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FINDING 05-FAC3-17: The Finance And Administration Cabinet Should Ensure 
That Securities Lending Assets, Liabilities, Revenues, And Expenditures Are 
Reported In Funds Sharing The Risk Of Loss 
 
State Organization: Finance and Administration Cabinet 
 
As of June 30, 2005, the Commonwealth had $1,018,436,031 of securities lending assets 
and liabilities.  The Commonwealth earned over $25,190,903 in securities lending 
income and also incurred this amount of rebates and securities lending agent fees during 
FY 2005.  The Finance and Administration Cabinet recorded this activity via a journal 
voucher in the General Fund.  However, these assets and liabilities should have been 
reported in the balance sheets of the funds that have the risk of loss. Therefore, 
$804,564,465 of the securities lending assets/liabilities and $19,900,813 of the securities 
lending income/expenses (or 79%) had to be subsequently reclassified to the other funds 
that shared the risk of loss. 
 
The securities lending assets and liabilities and related income and expenses were likely 
recorded in the General Fund as a result of a misunderstanding of the Governmental 
Accounting Standards Board (GASB) requirements.  If this had not been detected, the 
General Fund’s assets and liabilities would have been overstated by $804,564,465 and the 
income/expenses would have been overstated by $19,900,813.  The assets/liabilities and 
revenue/expenses for the funds sharing the risk of loss would have been understated (in 
aggregate) by these same amounts. 
 
Paragraphs 9 and 10 of GASB 28 - Accounting and Financial Reporting for Securities 
Lending Transactions states, “If a government pools money from several funds for 
investment purposes and the pool, rather than the individual funds, has securities lending 
transactions, the government should report the assets and liabilities arising from the 
securities lending transactions in the balance sheets of the funds that have the risk of loss 
on the collateral assets. In many cases, this will involve a pro rata allocation to the 
various funds based on their equity in the pool.  Similarly, the income and costs arising 
from pooled securities lending transactions should be reported in operating statements of 
the funds.” 
 

Recommendation 
 
We recommend FAC report the securities lending assets/liabilities and related 
income/expenses in the funds that share the risk of loss. 
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FINDING 05-FAC3-17: The Finance And Administration Cabinet Should Ensure 
That Securities Lending Assets, Liabilities, Revenues, And Expenditures Are 
Reported In Funds Sharing The Risk Of Loss (Continued) 
 

Management’s Response and Corrective Action Plan 
 
The Financial Reporting Team will continue to report Securities Lending 
Transactions in accordance with GASB standards. 
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FINDING 05-FAC4-18: The Finance And Administration Cabinet Should Perform 
A Periodic Review Of Transactions Approved By The “Superusers” And Agency 
MARS Administrators  
 
State Organization: Finance and Administration Cabinet 
 
The Finance and Administration Cabinet has granted a select group of individuals’ 
special approval authority of transactions in Management Administrative Reporting 
Systems (MARS).   These users (hereafter referred to as superusers) have a wide range of 
authority including being able to remove lower level approvals, make changes to original 
documents, and then apply all levels of approvals so the document can be processed. 
Apparently, having this authority is a necessary part of performing their job 
responsibilities.  FAC, however, has not developed procedures to conduct periodic 
reviews of the transactions processed by either the superusers or the Agency MARS 
Administrators. 
 
Given the wide range of authority that these select individuals have, if their transactions 
or approvals are not reviewed periodically by an independent third party who reports to 
upper management, there is an increased risk that a superuser or Agency MARS 
Administrator could commit fraud and/or illegal acts and it remain undetected.  
 
Good internal controls dictate that all transactions be properly authorized and that no 
single user has the ability to enter and approve (or remove lower levels of approvals, 
make changes, and then apply all approvals to) a transaction in the accounting system.  
Since this option is not always available, compensating controls, such as periodic reviews 
by upper management, must be in place to mitigate this risk to an acceptable level.   
 

Recommendation 
 

We recommend that the Finance and Administration Cabinet: 
 
• Review transactions and all supporting documentation processed/approved by 

superusers or Agency MARS Administrators from FY05 forward to ensure the 
necessity and appropriateness of the transactions.   

 
• Create a new set of USER ID’s for superusers and all Agency MARS 

Administrators.  Since the superuser/MARS Administrator authority is likely 
not needed for daily transactional processing, Finance should create a new set 
of USER ID’s so that each user has two MARS IDs.  Their current ID could 
be used for special processing and a limited ID (new ID with all the normal 
approval limitations) could be used for their normal daily transactions.   
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FINDING 05-FAC4-18: The Finance And Administration Cabinet Should Perform 
A Periodic Review Of Transactions Approved By The “Superusers” And Agency 
MARS Administrators (Continued) 
 

Recommendation (Continued) 
 

• Require an independent third party conduct annual audits or reviews of 
superuser/Agency MARS Administrator transactions to ensure the necessity 
and appropriateness of the transaction and correct application of the 
superuser/Administrator approvals.  Documentation of this review should be 
maintained. 

 
• Inform the APA of the findings of the historical document review and the 

annual reviews of these approvals.   
 
Management’s Response and Corrective Action Plan  

 
We agree that an enhanced control structure related to super-users should exist.  
As noted, these users have a wide range of approval authority, which is necessary 
for the performance of job duties related to various types of financial 
transactions.  Given the nature of this approval, we have from time to time 
conducted limited reviews of super-user transactions. We plan to continue 
conducting periodic reviews, and will summarize the results at the end of each 
year.  This information will be available to APA, upon request.    
 
Expending resources to create separate USER IDs may not be advantageous at 
this point however, since EMARS will be used for FY07.  EMARS will include 
various controls to prevent users from changing original approvals and then 
resubmitting documents.       
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FINDING 05-FAC5-19: The Governor’s Office For Policy And Management Should 
Provide Complete And Accurate Guidance Regarding Investment Income 
 
State Organization: Finance and Administration Cabinet 
 
Part of our testing procedures for the investment income audit, included a review of the 
statutory authority for accounts receiving investment income within the State Investment 
Pool.  The Governor’s Office for Policy and Management (GOPM) documents this 
statutory authority on the SAS-14 form.  We randomly selected 30 MARS cash accounts 
for testing and requested the applicable SAS-14 forms.  From this sample, we noted the 
following weaknesses: 
 
• The statutory authority for two (2) accounts that receive investment income was not 

listed (6.67%). 
• A SAS-14 form could not be produced for two (2) other accounts that have statutory 

authority to receive investment income (6.67%). 
• Of the two (2) accounts where a SAS-14 form could not be produced, guidance from 

GOPM indicated that KRS 42.450 is the statutory authority for these accounts to 
receive investment income.  Further investigation revealed that the actual 
guidance/authority is KRS 42.4582. 

 
In the prior year audit, we noted similar problems such as not having statutory references 
for all accounts entitled to receive investment income and not having specific statutory 
references on the SAS-14 form. 
 
In addition, we noted instances where the SAS-14 form had not been signed by or receipt 
acknowledged by the agencies involved.  Without assurance that the agency has received 
their SAS-14, it is possible that the account owners might not be aware of the changes 
made to their accounts. 
 
Without adequate internal controls to ensure the correctness of the SAS-14 form an 
account could receive income that it is not entitled to receive and thus violate KRS 
regarding how an account’s cash should be invested and/or which account should receive 
the investment income.   
 
Management should have adequate internal controls in place to provide reasonable 
assurance that investments and subsequent posting of investment income is in compliance 
with applicable laws and regulations. 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 

SECTION 2 – FINANCIAL STATEMENT FINDINGS 
 

119 

FINDING 05-FAC5-19: The Governor’s Office For Policy And Management Should 
Provide Complete And Accurate Guidance Regarding Investment Income 
(Continued) 
 

Recommendation 
 

We recommend GOPM: 
 

• Provide detailed statutory references for all accounts entitled to receive 
investment income; 

• Prepare SAS-14 forms for all new cash accounts and account updates; 
• Maintain a log of the statutory authority and investment restrictions by MARS 

cash account or maintain adequate supporting documentation so that accurate 
guidance can be provided to the Office of Financial Management or other 
parties; and 

• Develop procedures to ensure all SAS-14 account changes are signed or 
acknowledged by agency account owners. 

 
Management’s Response and Corrective Action Plan 

 
This Office appreciates the efforts of the Auditor of Public Accounts in reviewing 
the procedures of determining the accrual of interest income to those accounts 
with such authority.  This Office takes pride in implementing the laws of the 
Commonwealth, the Federal government, and the responsibilities of playing a 
role in the stewardship of the financial resources devoted to the public good. 
 
The findings involve the process of establishing accounts within the 
Commonwealth’s accounting system.  By policy the Office of the State Budget 
Director is responsible for approving all chart of account establishments that 
involve an appropriation account, an allotment account, and a program budget 
unit (PBU) account.  Also, by policy, the Office of the State Budget Director is 
responsible for approving the accrual of interest income for accounts that have 
such authority.  In that process the Office requires a documentation of the 
underlying authority for the accrual of interest income when establishing such an 
account.  The form approved by the Office of the Controller within the Finance 
and Administration Cabinet for this process is the SAS-14 form. On that form is a 
memo field for the purpose of documenting the authority for an account’s accrual 
of interest income, where an appropriate statute, regulation, federal law or rule, 
or other authority is documented. 
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FINDING 05-FAC5-19: The Governor’s Office For Policy And Management Should 
Provide Complete And Accurate Guidance Regarding Investment Income 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

Condition (Nature of the Weakness or Noncompliance): 
1) The statutory authority for two (2) accounts that receive investment income 

was not listed (6.67%). 
 

Response:  Agreed.  The staff of the Office of State Budget Director has been 
verbally reminded of this mandatory requirement.  The Accounting unit of this 
Office will continue to monitor this requirement. 
 
2) A SAS-14 form could not be produced for two (2) other accounts that have 

statutory authority to receive investment income (6.67%). 
 

Response:  Without knowing exactly which accounts this condition references, 
there were accounts for which the SAS-14 were requested that were at least seven 
years old.  The custodian of these completed forms is within the Finance and 
Administration Cabinet, and the location of the forms of that age and older is 
likely within the state’s archives files.  This fact was made known to the Auditor of 
Public Accounts at the time it was requested. 
 
3) Of the two (2) accounts where a SAS-14 form could not be produced, 

guidance from GOPM indicated that KRS 42.450 is the statutory authority for 
these accounts to receive investment income.  Further investigation revealed 
that the actual guidance/authority is KRS 42.4582. 

 
Response:  An error in a statutory reference was given in an e-mail exchange.  
This error should not rise to the level of a statement of weakness or 
noncompliance when the accounts in question were properly accruing and 
receiving interest income. 
 
Auditor of Public Accounts’ Recommendations: 
Recommendation #1 – detailed statutory references (not just KRS or IRS) be 
provided for all accounts entitled to receive investment income. 
 
Response:  The Office of State Budget Director agrees with the recommendation, 
with the exception that not all of the references are statutory.  The only instances 
in which a federal Internal Revenue Service reference is used is when an account  
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FINDING 05-FAC5-19: The Governor’s Office For Policy And Management Should 
Provide Complete And Accurate Guidance Regarding Investment Income 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

Auditor of Public Accounts’ Recommendations (Continued): 
 
Response (Continued): contains tax-exempt bond funds in which IRS arbitrage 
regulations govern theaccrual of interest income on account balances.  The Office 
of State Budget Director’s Accounting unit staff is responsible for ensuring that 
the legal authority field is completed for an account that accrues interest income. 
 
Recommendation #2 - SAS-14 forms be prepared for all new cash accounts and 
account updates. 
 
Response:  The Office of State Budget Director agrees with the recommendation, 
and this recommendation is already standard operating procedure for 
establishing new cash accounts and account updates.  To this Office’s knowledge, 
no new cash account or account updates were implemented without an associated 
SAS-14 form. 
 
Recommendation #3 – GOPM maintain a log of the statutory authority and 
investment restrictions by MARS cash account or maintain adequate supporting 
documentation so that accurate guidance can be provided to the Office of 
Financial Management or other parties. 
 
Response:  The Office of State Budget Director agrees with the recommendation 
to maintain a log of statutory authority.  The Office of State Budget Director’s 
Accounting unit staff will be responsible for maintaining the log of statutory 
authority.  Any restrictions on investments are the responsibility of the Finance 
and Administration Cabinet’s Office of Financial Management. 
 
Recommendation #4 – all SAS-14 account changes should be signed or 
acknowledged by agency account owners.  
 
Response:  The Office of State Budget Director respectfully disagrees with this 
recommendation.  It is the Office of the State Budget Director’s responsibility to 
approve the chart of account establishments and changes for appropriation, 
allotment, and program budget unit (PBU) elements.  All other chart of account 
elements are the responsibility of state agencies, or in some instances, the Office 
of the Controller within the Finance and Administration Cabinet.  It is typical that  
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FINDING 05-FAC5-19: The Governor’s Office For Policy And Management Should 
Provide Complete And Accurate Guidance Regarding Investment Income 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

Response (Continued): state agencies initiate chart of account establishments and 
changes, but it is not always the case.  The agency is not the sole owner of these 
accounts; otherwise this Office’s approval would not be a part of the process.  
From the standpoint of internal control, the entity with the responsibility to 
approve the chart of account elements, the Office of State Budget Director, is the 
entity that expresses its approval on the SAS-14 form.  There is a variety of means 
for agencies to be informed and understand any and all chart of account 
establishments and changes; whether initiated by them or not.  The SAS-14 form 
is but one of them. 
 
Auditor Response 
 
We appreciate the time and detailed response provided by the GOPM.  We would 
like to provide the following clarifications and responses: 
 
2) The SAS-14 forms in question related to account updates from FY04 where a 

SAS-14 form could not be produced for these account changes.  Instead an 
email was provided that states, “Consider this a backup for a blanket SAS-14 
for these changes.”  We could see how an email would be sufficient if it 
contained all of the necessary information that is contained on the SAS-14 
form. This email, however, did not provide 1) the statutory authority 
governing these accounts and 2) evidence showing where the account owners 
were notified of the account changes.  The importance of this is discussed 
under #4 below. 
 

3) We agree that interest was credited to the proper accounts, however, the 
control weakness comes from the fact that all guidance from GOPM regarding 
this account referenced the incorrect statute.  In this particular situation, the 
KRS provided by GOPM had different investment requirements than the 
requirements of the actual KRS governing the account in question.  If OFM 
had invested these funds in accordance with GOPM guidance, over 
$60,000,000 would not have been invested within the intentions of the law.  
Given the above, this finding is reportable control weakness. 
 

4) Although we understand GOPM’s position, we again recommend that when a 
SAS-14 form is prepared, the agencies involved should be required to sign the  
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FINDING 05-FAC5-19: The Governor’s Office For Policy And Management Should 
Provide Complete And Accurate Guidance Regarding Investment Income 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

form acknowledging they are aware of the account changes. An example of the 
importance of this is 1400-540-XX-XXX-DDGC, which is a cash account within 
the Kentucky School for the Blind. Apparently, this account held bequests 
received over a number of years and earnings posted to this account and were 
used for the benefit of Kentucky School for the Blind students. At some point, 
however, the post-to-account was changed to the Capital Construction Fund and 
interest has posted there for a number of years since then until the APA identified 
this matter.   
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FINDING 05-FAC6-20: The Office Of Financial Management Should Develop 
Procedures To Review Statutory References   
 
State Organization: Finance and Administration Cabinet 
 
During the audit of the State Investment Pool, we confirmed that the Office of Financial 
Management (OFM) does not review the statutory references on SAS-14 forms provided 
by the Governor’s Office for Policy and Management (GOPM).  These forms detail the 
statutory reference(s) governing cash accounts, which can include information on 
limitations on how the money should be invested. 
 
The internal control weakness noted above was caused by OFM’s belief that GOPM has 
responsibility to research the statutes referenced in the SAS-14 forms and proactively 
inform OFM of any specific investment requirements. Without adequate review of the 
statutes and the completed SAS-14 forms, funds may not be invested, as intended by the 
law and the investment income would not credited to the proper accounts. 
 
Good internal controls dictate that agencies develop procedures to ensure compliance 
with laws governing the investing of state funds. 
  

Recommendation 
 
We recommend that OFM’s accountants review the statutory references in all 
SAS-14 forms received from GOPM and inform the investment traders of any 
specific requirements contained in the statutes. 
 
Management’s Response and Corrective Action Plan 
  
The Office of Financial Management respectfully disagrees with this 
recommendation.  As noted in a letter dated February 7, 2006 from the Deputy 
Director of the Governor’s Office for Policy and Management, it is the 
responsibility of the Office of the State Budget Director to approve the accrual of 
interest income and to document the appropriate statute, regulation, federal law 
or rule, or other authority. 
 
Auditor Response 
 
The APA and OFM agree on the responsibility of the Office of the State Budget 
Director to approve the accrual of investment income and to document the  
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FINDING 05-FAC6-20: The Office Of Financial Management Should Develop 
Procedures To Review Statutory References (Continued) 
 

Auditor Response (Continued) 
 
appropriate statute, regulation, federal law, or other authority on the SAS-14 
forms.  It is the responsibility of OFM, however, to look up the reference 
provided on the SAS-14 form, note the investment restrictions or guidance, and to 
make investment decisions based upon the guidance provided in the statute, 
authority, etc.   
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FINDING 05-FAC7-21: The Finance And Administration Cabinet Should Ensure 
Procurements Are Made In Accordance With Finance And Administration Cabinet 
Policies And Procedures And Ensure That Vendor Submissions Are Scored 
Correctly 
 
State Organization: Finance and Administration Cabinet 
 
As a part of the FY05 Comprehensive Annual Financial Report (CAFR) audit, we 
selected a small sample of contracts and tested the procurement process for compliance 
with the Finance and Administration Cabinet’s policies and procedures. During this 
testing, we noted the following noncompliances: 
 

1. In four (4) of the four (4) contracts examined, FAC did not maintain documentation 
evidencing that FAC or the procuring agency verified that the winning vendors had 
not been debarred from doing business with the federal government (4 of 4, or 100%). 
FAC relied upon the certifications made by the vendors in their RFP submissions. In 
one (1) instance where the website was apparently checked, documentation was likely 
not kept because the vendor was not listed as being debarred.  The effect of not 
checking to ensure vendors are not debarred is detailed in item #2 below.  The effect 
of not maintaining evidence of this verification is that procuring agencies cannot 
demonstrate their compliance with this FAP requirement to outside third parties.  
Section 1 of FAP 111-59-00 Federal Debarment states: 

 
Prior to contract award, an agency initiating a procurement of $100,000 or 
more, any amount of which is federally funded, shall ensure that the 
successful vendor is not debarred from doing business with federal 
agencies.  An agency may access the List of Parties Excluded from 
Federal Procurement and Non-procurement Programs on the U. S. General 
Services Administration (GSA) website to verify that the vendor is not 
debarred. 

 
2. Based upon discussions with agency personnel, in three (3) of the four (4) contracts 

examined, no attempt had been made to confirm that winning vendors were not 
debarred from doing business with the federal government. Failing to ensure vendors 
are not debarred from doing business from the federal government likely results from 
a misunderstanding of the FAP 111-59-00 requirements.  It would seem that 
procuring agencies are relying upon the vendor certifications detailed in Sections 2 
and 3 of FAP 111-59-00 as a substitute for the Section 1 requirement.  This section 
requires the Commonwealth to verify the listing of debarred entities maintained at 
http://www.elps.gov.  Failure to verify this information may result in questioned costs 
if a contract is awarded to a debarred vendor.  Depending upon the size of the 
contract, this could result in a considerable loss to the Commonwealth.  Fortunately, 
none of these vendors were debarred. 
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FINDING 05-FAC7-21: The Finance And Administration Cabinet Should Ensure 
Procurements Are Made In Accordance With Finance And Administration Cabinet 
Policies And Procedures And Ensure That Vendor Submissions Are Scored 
Correctly (Continued) 
 
3. In one  (1) instance, FAC did not obtain the required vendor certifications as required 

by Sections 2 or 3 of FAP 111-59-00. Sections 2 and 3 of FAP 111-59-00 provide 
that:  

 
An agency may include in a solicitation a statement that the vendor’s 
signature on a solicitation response certifies that the vendor is not debarred 
from doing business with federal agencies and that if debarred during the 
life of the contract, the vendor will notify the Commonwealth…If a 
solicitation does not contain the statement established in section 2 of this 
policy, the vendor shall submit, with its solicitation response, a written 
certification on the vendor’s letterhead that the vendor is not debarred 
from doing business with federal agencies and that, if debarred during the 
life of an extended term contract, the vendor will notify the 
Commonwealth buyer of record within seventy-two (72) hours of the 
federal debarment. 
 

4. In one (1) instance FAC could not produce all of the required EEO forms/reports. 
Either the required EEO forms were not obtained from the vendor or they were 
subsequently misplaced.   If the forms were not obtained from the vendor, section 11 
of FAP 111-10-00 states that, “Failure to comply with any provisions of KRS 45.550 
to 45.640 shall constitute a material breach of contract.” If the forms were obtained 
but have since been misplaced, FAC no longer has the ability to provide assurance 
that this vendor was compliant with the EEO requirements. Section 10 – Reporting 
Compliance or Breach of FAP 110-10-00 General Conditions and Instructions for 
Solicitations and Contracts states the following:  

 
Upon being declared the successful bidder, the contractor or vendor shall 
complete an Equal Employment Opportunity (EEO) template designed by 
the Finance and Administration Cabinet. The EEO form shall provide a 
breakdown of the bidding party’s existing workforce, indicating the race, 
sex, age, position held, county and state of residence, and date of 
employment of each employee.  A successful bidder shall submit data as 
required by KRS 45.550 to 45.640 and a statement of intent to comply in 
full with all requirements of the Kentucky Civil Rights Act. 
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FINDING 05-FAC7-21: The Finance And Administration Cabinet Should Ensure 
Procurements Are Made In Accordance With Finance And Administration Cabinet 
Policies And Procedures And Ensure That Vendor Submissions Are Scored 
Correctly (Continued) 
 
5. In one (1) instance, FAC could not produce any evidence confirming that the winning 

vendor’s RFP submission had been received prior to the deadline established in the 
RFP. FAC did not know whether the time/date stamping showing the timely 
submission of the winning vendor’s RFP response was originally kept or if this 
evidence was misplaced (during subsequent open records requests, etc). Without such 
evidence, the procuring agency cannot prove to outside third parties (such as potential 
protestors) that the vendor’s response was submitted timely.  Section 5(l) – Bid 
Submission Compliance and Provisions of FAP 110-10-00 General Conditions and 
Instructions for Solicitations and Contracts states that bidders shall “Ensure the bid 
response is submitted as a formal online bid in the state’s procurement system or 
arrives in the Division of Material and Procurement Services before the time specified 
in the Solicitation.” 

 
6. In three (3) of four (4) contracts examined, FAC did not score the contracts in 

accordance with the criteria established in the RFP and mathematical errors were 
made during the scoring process. Two (2) different scoring errors occurred and they 
will be discussed separately. 

 
• A review of the Kentucky Medicaid Administrative Agent (KMAA) solicitation 

(S-04186689) scoring revealed that the technical scoring was not evaluated in 
accordance with the criteria established in the RFP.  The RFP stated that technical 
scores would be “nominalized” based upon a formula, for the contract noted, FAC 
did not perform this nominalization process.  Failure to score responses in 
accordance with this section of the RFP resulted in understating the winning 
vendor’s total score by 305.55 points and understating the losing vendor’s score 
by 328.75 points. Fortunately, this error did not change the overall outcome of the 
award. If, however, the scores between the top two (2) vendors had been closer, 
this could have caused the contract to be awarded to the wrong vendor, which 
could have been both expensive and embarrassing for the Commonwealth.  

 
• A review of the Medicaid Management Information System (KY MMIS) 

solicitation (S-04048404) scoring revealed that there was a math error in the 
scoring of the oral presentation.  According to the evaluation worksheet we  
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FINDING 05-FAC7-21: The Finance And Administration Cabinet Should Ensure 
Procurements Are Made In Accordance With Finance And Administration Cabinet 
Policies And Procedures And Ensure That Vendor Submissions Are Scored 
Correctly (Continued) 
 

reviewed, each evaluator’s scores for the losing vendor were as follows: 1) 300, 
2) 350, 3) 300, 4) 300, 5) 300 and the “consensus/average score” was listed as 
350.  The average of these scores; however, is actually 310, which appears to 
have overstated the losing vendor’s scores by 40 points. In addition, a review of 
the Energy Savings Performance solicitation (S-03405172) scoring process 
revealed a math error on the winning vendor’s score sheet, which resulted in an 
understatement of their score by 25 points.  Fortunately, in both cases, these math 
errors did not change the overall outcome of the award.  However, if scores 
between the top two vendors were closer, this could have caused the contract to 
be awarded to the incorrect vendor, which could have been both expensive and 
embarrassing for the Commonwealth. 

 
Section 4 – Best Value Procurement of FAP 111-35-00 Competitive Sealed Bidding 
states, “In accordance with KRS 45A.080, contracts issued in response to competitive 
sealed bids shall be awarded on the basis of best value criteria, as defined in KRS 
45A.070(3).”  In addition, good internal controls dictate that when awards are based upon 
a mathematical scoring process, the data and formulas should be rechecked (preferably 
by a different person) for accuracy prior to the award of the contract. 
 

Recommendation 
 

We recommend the following: 
 
1. In accordance with FAP 111-59-00, we recommend that FAC (and not the 

procuring agency since they may not be aware of all of the procurement 
requirements) be delegated the responsibility to verify that vendors are not 
debarred from doing business with the federal government.  This assurance 
can be obtained by accessing the Excluded Parties List System, which is 
maintained at http://www.epls.gov.  A screen print showing that the vendor 
was not debarred should be included with the file evidencing this procedure. 

 
2. See item number one  (1) above.  In addition, the non-procurement debarment 

and suspension common rules were revised by the federal government.  These 
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FINDING 05-FAC7-21: The Finance And Administration Cabinet Should Ensure 
Procurements Are Made In Accordance With Finance And Administration Cabinet 
Policies And Procedures And Ensure That Vendor Submissions Are Scored 
Correctly (Continued) 
 

Recommendation (Continued) 
 

revised rules were published in the November 26, 2003 Federal Register 
(68FR66583-66632) and the updated rules reduced the threshold for covered 
procurement transactions from $100,000 to $25,000.  We recommend FAC 
update FAP 111-59-00 to comply with this threshold reduction. 

 
3. FAC ensure that all contracts have the certification required by Section 2 of 

FAP 111-59-00. 
 
4. FAC verify that all applicable EEO forms have been requested and received 

from winning vendors and that these forms be maintained. 
 
5. FAC and/or procuring agencies time/date stamp all bid submission and 

maintain this documentation for the required length of time as designated by 
the Kentucky Library and Archives Retention Schedule. 

 
6. Scoring should be performed in accordance with the criteria established in the 

RFP. Since scoring problems were noted with 3 of the 4 contracts reviewed 
(or 75%), all scoring should be reviewed and recalculated by a second party to 
ensure mathematical accuracy and adherence to scoring criteria found in the 
RFP. Evidence of this review and recalculation should be documented in the 
file.   

 
Management’s Response and Corrective Action Plan  

 
Office of Materials and Procurement Services (Item 1, 2, 6):  
 
OMPS management is aware of two (2) contracts that were issued by OMPS that 
were included in the test. Those include contracts issued from S-04196689 KMAA 
and S-04048404 MMIS. Management’s response is limited to these contracts and 
the conditions (Item 1,2,6) mentioned above.  
 
(1) Management disagrees that Condition 1 is in noncompliance of FAP-111-59-
00. Although the FAP requires ensuring potential vendors are not debarred or 
suspended, it does not require the referenced documentation.  
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FINDING 05-FAC7-21: The Finance And Administration Cabinet Should Ensure 
Procurements Are Made In Accordance With Finance And Administration Cabinet 
Policies And Procedures And Ensure That Vendor Submissions Are Scored 
Correctly (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

Office of Materials and Procurement Services (Item 1, 2, 6) (Continued):  
 
(2) Both solicitations required a statement from the bidder regarding (Section 
50.180) Certifications Regarding Debarment and Suspension and awarded 
bidders Certified they were not Debarred or Suspended in required Transmittal 
Letters. Finance and Administration Cabinet, OMPS will perform and document 
verification for debarred or suspended vendors for contracts awarded by the 
OMPS.  OMPS will instruct agencies awarding contracts that the verification of 
Debarment and Suspended status must be completed before finalizing award of 
contract. 
 
(6) Management concurs that scoring should be performed in accordance with 
the criteria established in the RFP and math errors may occur. Management will 
take appropriate action to ensure correct mathematical calculations of RFP 
scoring. However, management would like to explain the evaluation process of 
the MMIS RFP.  The Commonwealth evaluates a proposal by assigning scores in 
the categories according to the established criteria of the RFP.  Scoring is based 
upon consensus or group scoring methodology.  Consensus scoring methodology 
does not mean calculating an average score, but is defined as reaching a score 
that the entire evaluation team agrees on.  For this reason, the evaluators’ 
individual scores are not made public record.  The only scores that are relevant 
and are made public record are the consensus scores.  The consensus score in 
this case was 350.  Therefore, based on the method in which OMPS conducted its 
evaluation, a mathematical error was not made.   

 
Note: Finance is not aware of any compliance issues with federal requirements as 
conducted by Federal Audits of agencies for debarment or suspended vendors.    

 
Division of Engineering and Contract Administration (Item 1, 2, 3, 5, 6):  
 
(1) The following corrective action was taken in response to “Condition (Nature 
of the Noncompliance)” number one: 
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FINDING 05-FAC7-21: The Finance And Administration Cabinet Should Ensure 
Procurements Are Made In Accordance With Finance And Administration Cabinet 
Policies And Procedures And Ensure That Vendor Submissions Are Scored 
Correctly (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

Division of Engineering and Contract Administration (Item 1, 2, 3, 5, 6) 
(Continued): 
 
All buyers have been instructed to access http://www.elps.gov to verify that 
vendors have not been federally debarred prior to award of contract.  In 
addition,direction has been given to maintain documentation that this check has 
been performed in the file.   
 
(2) see number one above 
 
(3) The following corrective action was taken on November 16, 2005 to address 
the issues raised in your “Condition (Nature of the Noncompliance)”: number 3. 
 
Effective immediately, please add the following statement to the Authentication of 
Bid page (FP-3) in each RFB. The “Merge Forms P2’s” have been modified, but 
please make sure you modify your template, wherever you keep it stored.  This 
will eliminate having to insert it into only those projects which utilize any federal 
funding and are over $100,000. If this statement is not included in the RFB, the 
vendor is required to certify on their letterhead, with their bid response, that they 
are not debarred. If you currently have bids out that utilize federal funds, either 
do a modification to include this language, or ensure that the vendor provides the 
required statement with their response. 
 
I hereby certify: 
 
That the bidder is not debarred from doing business with federal agencies and 
that, if debarred during the life of the contract, the bidder will notify the 
Commonwealth buyer of record within seventy-two (72) hours of the federal 
debarment. Subsequent to this original notice being sent out, another 
communication was sent out to change the dollar amount over which this 
certification is required to $25,000. 
 
(5) It is currently our policy to date stamp all submittals.  We concur with your 
recommendation and will reiterate that to all staff.  
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FINDING 05-FAC7-21: The Finance And Administration Cabinet Should Ensure 
Procurements Are Made In Accordance With Finance And Administration Cabinet 
Policies And Procedures And Ensure That Vendor Submissions Are Scored 
Correctly (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

Division of Engineering and Contract Administration (Item 1, 2, 3, 5, 6) 
(Continued): 
 
(6) We concur with your recommendation to document a second check of all RFP 
scoring calculations and have added an “initial line” to our RFP meeting 
checklist to ensure that this second check is performed and documented.   
 
Office of EEO and Contract Compliance (Item 4):  

 
(4) The Finance and Administration Cabinet agrees with the recommendation.  
Effective November 2004, the Office of EEO and Contract Compliance (EEO/CC) 
implemented a revised review procedure that affected all contracts subject to KRS 
submitted for review before initial contract award.  Upon receipt of required 
45.560 – KRS 45.640.  According to the procedure, each of the four EEO forms—
employment utilization (EEO-1 or EEO/CC-257), affidavit of intent to comply, 
subcontractor report form and employee data sheet—must be completed, signed 
and documentation, EEO/CC conducts a desk audit review to determine whether 
the company is eligible for certification.   
 
Subsequent to the procedural change, EEO/CC advised buyers either verbally or 
via e-mail.  Later, EEO/CC met with the contracting agencies to discuss the 
revised procedures.  To further enhance compliance efforts, EEO/CC also 
implemented a comprehensive file audit (September 2005) and mail log system 
(July 2005) to: 
 
• ensure proper file set-up (document chronology, notes regarding telephone    

conversations, etc.) 
• determine active or complete status 
• archive documents according to the state documentation retention schedule 
• verify current certification status 
• confirm receipt of documents received via regular mail, messenger mail, 

facsimile, and package delivery service   
 
Effective March 2006, EEO/CC will begin reviewing active contracts with a pre-
November 2004 approval date to ensure required EEO forms are on file.    
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FINDING 05-FAC8-22: The Finance And Administration Cabinet Should Review 
And Document Potential Conflicts Of Interest Prior To Awarding Contracts 
 
State Organization: Finance and Administration Cabinet 
 
As part of our FY05 CAFR audit, we tested four (4) contracts for compliance with FAC 
policies and procedures. While reviewing the Kentucky Medicaid Administrative Agent 
(KMAA) solicitation (S-04186689) evaluation process, we noted that the Kentucky 
Health Partners, LLC submission was disqualified from the RFP evaluation process.  The 
Determination and Findings for this RFP stated the following: 
 

Kentucky Health Partners, LLC submitted a response to the Solicitation, in 
which documentation from the primary subcontractor shows that the 
subcontractor has retained the former Commissioner of DMS to assist in 
recruiting staff to comply with staffing requirements of this Solicitation and 
potential contract award.  It is our understanding that the former 
Commissioner was employed by DMS through October 2004.  Furthermore, 
as part of his responsibilities as Commissioner, he would have been 
considered directly involved in all matters relating to DMS.  This would 
include the discussion and development of this Solicitation and any 
confidential discussions on this matter, prior to his termination of 
employment by DMS, to which other vendors who responded to this 
Solicitation would not have had equal and fair access.  Unfortunately, this 
prior relationship raises the strong appearance of an impropriety, which 
cannot be ignored.  Allowing this vendor to continue to participate in this 
particular procurement would violate KRS 45A.010 and reduce public 
confidence in an impartial procurement process being conducted for a 
Medicaid Administrative Agent contract.  Therefore, based upon this 
conflict of interest, their response was disqualified from any further 
consideration. 

 
A review of the First Health Services (FHS) RFP submission (the winning vendor) 
reveals that they also retained a former employee of the Department of Medicaid Services 
(DMS). A former Division Director of Medicaid was selected to be the Member Services 
Manager, which is listed as one (1) of the key positions in their RFP. Since the Kentucky 
Health Partners, LLC (KHP) submission was disqualified from consideration as a result 
of a conflict of interest we had the following concerns: 
 
• Since the KHP RFP was disqualified as a result of the former Commissioner being 

employed, was the former Division Director’s employment with DMS considered by 
Finance as well?  If so, was this consideration documented? 
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FINDING 05-FAC8-22: The Finance And Administration Cabinet Should Review 
And Document Potential Conflicts Of Interest Prior To Awarding Contracts 
(Continued) 
 
• It would appear that Finance handled the bid protests for this procurement in an 

inconsistent manner since the KHP bid was disqualified because of the employment 
of the former Medicaid Commissioner. In the protest filed by another bidder 
regarding the FHS’ employment of former DMS employees, although no specific 
employees were identified, Finance did not disqualify the FHS RFP and we found no 
documentation of how this determination was reached. 

• While the former Commissioner was apparently terminated in October 2004, it seems 
that the former Division Director retired around July 30, 2004.  Based upon the 
information maintained in Procurement Desktop, a draft of this RFP was at least in 
place prior to May 20th, 2004.  Was the former Division Director involved in the 
preparation or discussions of this RFP? If so, how involved was she in these 
discussions? Even if they weren’t involved, as a former Division Director at DMS, 
would they have had access to information on this RFP that other vendors would not 
have had equal and fair access to? 

• A review of the Division Director’s resume in the submission indicated that, the 
Division Director was “Responsible for RFI, RFP preparation and 
review/evaluation.”  Did she have any involvement with this RFP?  Again, if not, 
would she have had access to any information on this RFP that other vendors would 
not have had access to? 

 
Although the extent of the Division Director’s involvement with the KMAA RFP is 
unknown, when we asked agency personnel about their consideration of her prior 
employment with DMS, we were informed that, “there were discussions about the 
Division Director, as well as others, during the evaluation of proposals.  The agency 
purchaser does not remember specifics about the discussions other than that the former 
Division Director was not employed by the Commonwealth at the time the RFP was 
released in October 2004, that the RFP had undergone significant revisions after the 
employee’s retirement, it was believed that she had not accepted employment from any 
offeror submitting a proposal as she had submitted a letter of intent to be employed by at 
least two of the offerors.”  
 
Given the facts and circumstances with the information available, it would appear that the 
Division Director’s situation potentially could also have been a conflict of interest.  
During our review, however, we were unable to locate written documentation or a formal 
determination indicating an absence of a conflict of interest. The former Division 
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FINDING 05-FAC8-22: The Finance And Administration Cabinet Should Review 
And Document Potential Conflicts Of Interest Prior To Awarding Contracts 
(Continued) 
 
Director might have been in a position to have access to information that other vendors 
may not have had equal and fair access to. If this is the case, it is possible the First Health 
Services RFP submission should have been disqualified as well. 
 
Section 2(e) of KRS 45A.010 states, “The underlying purposes and policies of this code 
shall be to ensure the fair and equitable treatment of all persons who deal with the 
procurement system of the Commonwealth.” 

 
Recommendation 
 
We recommend that Finance review all RFP submissions for potential conflicts of 
interests prior to awarding contracts.  Should a potentially controversial issue be 
discovered, the review process, questions asked, responses received, discussions 
and conclusions should be documented in enough detail so that an independent 
reviewer would arrive at the same conclusion as Finance.   
 
In addition, we recommend that Finance require potential contractors to submit a 
statement with their bid proposal that identifies any former state employees that 
were hired (or will be hired) within six (6) months of the RFP submission or 
award date.  This list should include the former state employee’s name, former 
agency or cabinet, and the date of termination from state employment.  
 
We also recommend that the Secretary of Finance review this RFP to determine if 
this situation constituted a conflict of interest.  In addition, the Secretary should 
investigate to see if First Health Services employed other former employees of 
DMS and determine if their employment also represents a conflict of interest.   
 
A copy of this finding will be submitted to the Ethics Commission for their 
review and determinations.   

 
Management’s Response and Corrective Action Plan 

 
Management concurs that determinations on issues should be sufficiently 
documented. 
 
The Finance and Administration Cabinet will work with the Executive Branch 
Ethics Commission to identify potential ethic violations. 
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FINDING 05-FAC8-22: The Finance And Administration Cabinet Should Review 
And Document Potential Conflicts Of Interest Prior To Awarding Contracts 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
The Finance and Administration Cabinet will work with the Cabinet for Health and 
Family Services to determine if the KMAA situation constitutes a conflict of interest 
and will assist the Executive Branch Ethics Commission should they determine that 
this situation warrants an investigation.   
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FINDING 05-FAC9-23: The Finance And Administration Cabinet Should Develop 
Procedures To Ensure All Supporting Documentation Is Retained  
 
State Organization: Finance and Administration Cabinet 
 
During our testing of capital project expenditures, we noted three (3) wire transfer 
documents of the 37 transactions tested could not be located.  These expenditures totaling 
$7,073,440.42 were payment for capital projects materials and services to the University 
of Kentucky and the University of Louisville.  
 
Agency personnel indicated that the office that had possession of the documents had 
moved and that they could no longer find the information. 
 
Failure to maintain documentation precludes auditors or any other independent reviewer 
of expenditures of the ability to determine the propriety and adequacy of expending state 
moneys. Good internal control and the state retention schedule require that 
documentation be maintained.  The Kentucky Library and Archives, as authorized by 
KRS 171.420, establishes record retention schedule for all state agencies.  This schedule 
as found on page F-2, series # F0010 requires that capital project payment documents be 
maintained at the agency for at least eight (8) years.  In addition, since capital projects 
may exceed multiple fiscal years, the need to maintain an adequate filing and retention 
process becomes even more important.  
 

Recommendation 
 
We recommend FAC implement procedures to ensure all documents are retained 
for the required period of time, as required by the Kentucky Library and Archives 
retention schedule.  
 
Management’s Response and Corrective Action Plan 
 
The three documents in question were all from early December 2004, a time when 
there was movement of offices within the Controller’s Office.  These documents 
were placed in a tray waiting to be filed when moving time came unexpectedly.  
The tray was moved to the Controller’s conference room, where it stayed for 
about ten months.  When more moves became imminent, the conference room was 
cleaned out, and it appears these documents disappeared.  Since the first move in 
December 2004, a FAC employee has been filing the documents as he approves 
them.  They are now filed in a central location. 
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FINDING 05-FAC10-24: The Finance And Administration Cabinet Should 
Permanently Remove The University Of Louisville Land Contract Journal Voucher 
Recorded Annually For CAFR Compliance  
 
State Organization: Finance and Administration Cabinet 
 
During the Investment Audit, we noted a journal voucher to the MARS accounting 
system, which increased the cash in Fund 0200 by $11,847,534.48 and removed land 
with a historical cost of the same amount.  The FAC CAFR Compilation Manual states 
that when the University of Louisville Hospital was constructed, both the City of 
Louisville and Jefferson County refused to pay a portion of the cost, which was 
subsequently paid by the Commonwealth.  Later, the city and county deeded a piece of 
land to the Commonwealth for repayment of this debt. This land, however, subsequently 
became the Commonwealth’s contribution to the construction of the Papa John’s stadium 
in Louisville.   

 
A review of the historical JV’s and the information related to this transaction indicated 
that the Commonwealth no longer has title to the land; therefore removing it from the 
MARS accounting system seems appropriate.  This review also indicated that the 
Commonwealth does not have the $11,847.534.48 of cash recorded on the JV.  In 
essence, recording this journal voucher each year causes the Commonwealth’s financials 
to not reflect any of these historical transactions since fund balance was never impacted 
(or any impact on fund balance was later reversed). 
 
This JV is recorded each year during the CAFR compilation process because it is 
reversed annually after the CAFR is released.  The JV that adjusts the CAFR balances 
seems to represent an asset (cash) that the Commonwealth does not have.   
 
Paragraphs 25 and 26 of Statements of Financial Accounting Concepts (SFAC) 6 provide 
that “Assets are probable future economic benefits obtained or controlled by a particular 
entity as a result of past transactions or events.  An asset has three essential 
characteristics:  (a) it embodies a probable future benefit that involves a capacity, singly 
or in combination with other assets, to contribute directly or indirectly to future net cash 
inflows, (b) a particular entity can obtain the benefit and control others’ access to it, and 
(c) the transaction or other event giving rise to the entity’s right to or control of the 
benefit has already occurred.” 

 
Recommendation 
 
We recommend FAC take immediate action to permanently remove this 
transaction from the Commonwealth’s books. 
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FINDING 05-FAC10-24: The Finance And Administration Cabinet Should 
Permanently Remove The University Of Louisville Land Contract Journal Voucher 
Recorded Annually For CAFR Compliance (Continued) 
 

Management’s Response and Corrective Action Plan 
 
A review of historical data reveals that the original receivable in the Capital 
Projects Fund was written off for CAFR purposes in the FY84 financial report.  
The receivable remained in the accounting system until FY94, at which time the 
Commonwealth received a parcel of land from Louisville and Jefferson County 
governments as a payment in kind.  At that time the project account was closed 
out.  The land was entered in the accounting system as an asset (debit) and an 
offsetting entry was a credit to cash.  This entry is reversed out each year since 
the receivable was written off in FY 84.  Fund balance is then correct for 
financial reporting purposes.  This is strictly an accounting system issue and has 
not resulted in an overstatement of the Financial Statements of the Capital 
Projects Fund in the CAFR. 
 
Finance agrees with the auditor’s recommendation and will continue to work with 
the Governor’s Office of Policy and Management (GOPM) to get this transaction 
permanently removed from the Commonwealth’s accounting system. 
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FINDING 05-PARKS1-25: The Department Of Parks Should Ensure Compliance 
With Procurement Card Policies 
 
State Organization: Department of Parks 

 
We tested 40 ProCard transactions to determine compliance with FAP 111-58-00 and 
FAC ProCard procedures and that adequate controls are in place.  The results of our 
testing included the following exceptions: 
 

• No evidence shows two (2) employees who use organizational unit’s cards receive 
user’s guides.    

• One (1) authorized signer did not attend training provided by Finance. 
• A list of pre-approved purchases does not exist.   
• Written justification for applying for new organizational cards did not include an 

explanation of why the card was needed.  
• No evidence was provided that nine (9) ProCard purchases were pre-approved 

before the cards were logged out.   
• Two (2) incidents were noted where the organizational card was used before the 

card was logged out.  
• For one (1) transaction, the person who signed the receipt was different from the 

person who logged out the organizational card.  
• The supporting documentation for one transaction indicated that sales tax had 

been charged, but no indication was provided that the sales tax was recovered 
from the vendor.  

• For four (4) transactions, no evidence indicates that the cardholder or user 
inspected shipments.  

• For five (5) transactions, no signatures are shown on the receipts.   
• Four (4) ProCard accounts were identified that they were cancelled after the date 

the employees’ positions were terminated.  
 
Failure to provide users ProCard user’s guides would not ensure users are aware of 
ProCard policies.  Failure to receive training would not ensure the authorized signer is 
aware of specific ProCard program regulations and agency-specific procedures.  Failure 
to follow the policies in the FAP 111-58-00 and Finance Procurement Card User’s Guide 
would indicate the card may be misused.  Failure to promptly cancel ProCards, after an 
employee either leaves employment or transfers to another part of the agency, would 
increase the risk that unauthorized charges may be made to the ProCards. 
 
Good internal controls dictate procurement card policies should be followed to ensure 
procurement cards are used properly. 
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FINDING 05-PARKS1-25: The Department Of Parks Should Ensure Compliance 
With Procurement Card Policies (Continued) 
 

Recommendation 
 

We recommend the following: 
 

• Parks should ensure that the administrator and cardholders adhere to the 
guidelines set forth in the FAP 111-58-00, Procurement Card User’s Guide 
provided by Finance and Parks’ ProCard Guide.  Disciplinary action 
should be enforced if the cardholder or user does not comply with these 
policies.   

• Employees who use an organizational unit’s card should be given copies of 
the Finance Procurement Card User’s Guide and the Procurement Card 
section from the Parks’ Business Procedures Guide. 

• The authorized signer should attend training provided by Finance.  
• A list of pre-approved purchases should be included in the Parks’ Business 

Procedures Guide. 
• Parks could use a stamp to meet the shipment inspection requirement.    
• The administrator should ensure that when a cardholder either leaves 

employment or job duties no longer require the use of a ProCard, that the 
ProCard is immediately cancelled with the bank. 

 
Management’s Response and Corrective Action Plan 

 
I will be responding to each of the eleven conditions noted above due to the 
varying nature of each. 
 
1. I agree, all participating parks are required to provide the user’s of the pro-
card a copy of the guide on the rules and regulations.  Going forward when 
signing the acceptance form required for usage, they will agree that they have 
received a guide to the rules surrounding pro-card usage. 
 
2. Since the audit I have attended the User group meeting held in December 
which is given once a year.  This was the first opportunity I had to be trained.  
Prior to December, I had read the Procurement Card User’s guide provided by 
Finance and Administration. 
 
3. A list of items that are not-allowable for purchase does exist within the user 
guide.  Parks has, since the audit, established a parks specific pro-card user 
guide.  This guide as does Finance and Administration’s guide list the items not 
allowable for purchase using the pro-card. 
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FINDING 05-PARKS1-25: The Department Of Parks Should Ensure Compliance 
With Procurement Card Policies (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
4-10. In response to conditions 4-10, an internal audit performed in Oct 2005 
found similar issues.  As a result, we constructed a Park’s specific pro-card 
policies and procedure guide based on the premise of the Finance and 
Administration guidelines.  We have required all users to fill out new acceptance 
forms as well as review the guidelines and requirements needed when using them.  
All individual and organizational cardholders are instructed to communicate 
immediately to the pro-card administrator if they have questions with the 
procedures.   
 
11.  Regarding cancellation of the pro-card for employees that have left the parks.  
The pro-card administrator located in finance is not usually the first person 
notified about a termination.  I have encouraged personnel to contact us as soon 
as possible so we can process the termination.  I felt that with the exception of the 
last individual, the pro-cards were terminated within a reasonable time frame.  
The first individual who was terminated on Friday 1/21/05 from Yatesville had 
their account closed on Monday 1/24/05. 
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FINDING 05-PARKS2-26: The Department Of Parks Should Strengthen Controls 
Over Timecards/Timesheets And Payroll Records 
 
State Organization: Finance and Administration Cabinet 
 
During payroll testing at the Department of Parks, we examined a sample of 25 payroll 
records.  The results of our testing included the following exceptions: 
 

• Three (3) timecards were not signed by employees and supervisors. 
• Two (2) employees’ overtime requests were not present. 
• One (1) employee’s working hours were overstated. 
• One (1) employee’s compensatory hour was coded incorrectly.   

 
We also reviewed one pay period for one park.  There were 13 employees on the tested 
payroll period.  The following was noted: 

 
• One timecard was not signed by the supervisor. 
• Five employees worked overtime but overtime request was not provided. 
• Eleven employees took leave time but leave form was not provided. 
• Eleven employees’ timecards only indicate the first names. 
• One employee’s working hours were reported incorrectly. 
• The hours on one employee’s timecard did not equal the hours reported on the 

Payroll Worksheet. 
• One employee’s working hour on the timecard was counted incorrectly. 

 
Failure to sign on the timecard by both of the employee and the supervisor would result 
in noncompliance with the Department of Parks’ policy.  Failure to present leave forms 
or overtime request would not show evidence of approval.  Failure to ensure that working 
hours are calculated correctly on timecards/timesheets would show incorrect numbers in 
the UPPS.  As a result, employees would be paid incorrectly.  Failure to include the 
employee’s full name on a timecard/timesheet would not ensure who owns the 
timecard/timesheet. 
 
Department of Parks’ Policy 01-01 Time Reporting states, “Both the employee and the 
supervisor must sign all time cards and any changes or time written in must be briefly 
explained by the supervisor and initialed by both the employee and the supervisor.”  The 
Department of Parks’ Business Procedures Guide, Section 28 states, “The 
DEPARTMENT SUPERVISOR is responsible for…obtaining the employees signature, 
signing the time cards…” 
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FINDING 05-PARKS2-26: The Department of Parks Should Strengthen Controls 
Over Timecards/Timesheets and Payroll Records 
 
101 KAR 2:034 Section 7(3) states an employee who is eligible for overtime shall request 
permission from or be directed in advance by the supervisor to work overtime.   
 
101 KAR 2:102 Section 2(5)(a) states an employee shall file a written application for sick 
leave with or without pay within a reasonable time.  The Department of Parks’ Business 
Procedures Guide, Section 28 states department supervisors ensure that leave/comp forms 
are completed, signed and turned in with the timecard.   
 
Good internal controls dictate that timecard computations should be verified and payroll 
supporting forms should be reviewed to prevent errors in recording payroll.   

 
Recommendation 

 
We recommend the following: 

 
• Timecards should be signed by both of the employee and the supervisor. 
• A request for overtime should be submitted by each employee prior to any 

overtime worked. 
• Leave forms should be submitted to obtain approval if leave is taken. 
• Timesheets, timecards, leave requests, overtime requests and payroll 

worksheet should be examined more closely to prevent errors in payroll.     
• Timecards should include the employees’ last names. 

 
Management’s Response and Corrective Action Plan 

 
We acknowledge the errors that were found during the recent audit and suggest at 
this time that we have already taken steps to ensure compliance with State 
regulations and DOP policies and we will continue to educate our employees on 
these important recommendations in the future.   

 
Our own internal audit branch conducted a similar review of various timecards at 
parks throughout the state.  At that time, we concluded that it was necessary to 
reinstruct employees regarding certain procedures and policies.  The following 
points were made: 
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FINDING 05-PARKS2-26: The Department Of Parks Should Strengthen Controls 
Over Timecards/Timesheets And Payroll Records 
 

Management’s Response and Corrective Action Plan (Continued) 
 

1) Supervisors must review and sign all timecards. 
2) Timecards must be evaluated for accuracy, completeness and overall 

compliance with policies.   
3) Supervisors must ensure that a Commerce Cabinet Leave Form supports 

any leave used and/or compensatory leave/overtime earned.   
4) Both employee and supervisor need to sign the Leave Form. 
5) Any use of leave should be approved in advance. 

 
This email and a copy of the Commerce Cabinet Leave Form was sent to all park 
managers and payroll officers on August 25, 2005 by the Assistant Director of 
Personnel.  Each and every deficiency you uncovered in your audit, occurred 
prior to the issuance of this electronic notice.  Each of your five (5) 
recommendations were already addressed in this communication.   

 
Furthermore, you reviewed the December 15, 2004 payroll at Yatesville Lake 
State Park and found numerous errors.  It is with much confidence that we can 
state the management of Yatesville Lake was not reflective of management at our 
Parks, particularly at that time period.  It was approximately December 22, 2004 
when Central Office employees in Frankfort, realized that there were some 
questionable payroll practices on going at Yatesville, which was apparently 
approved and endorsed by the previous Park Manager.  
 
We immediately intervened and investigated the situation and the previous Park 
Manager is no longer with the State Parks.  The employees were made aware of 
errors and instructed to correct immediately.   
 
We are confident that we have adequately addressed the concerns and will 
continue to do so in the future. 
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FINDING 05-PERS1-27: The Personnel Cabinet Should Strengthen Controls To 
Minimize Potential Abuse Of Voter Leave 
 
State Organization: Personnel Cabinet 
 
In determining the extent to which executive branch employees who received voting 
leave for the November 4, 2003, general election and the May 18, 2004, primary election 
actually voted, we requested and were given access to data from the State Board of 
Elections’ voter history file and to certain Personnel Cabinet (Personnel) payroll files.  
By cross-referencing unique information from these files, we were able to substantiate 
that in the 2003 general election, 90.5 percent of state employees who received voting 
leave complied with statutory and regulatory requirements by voting.  For the 2004 
primary election, this compliance rate was 83 percent.  
 
However, we identified 2,571 employees who took voting leave and yet did not appear to 
vote in the 2003 general election, claiming a total of 9,805 voting leave hours.  Similarly, 
in the 2004 primary election, we identified 4,081 employees who apparently did not vote, 
claiming a total of 15,773 hours of voting leave.  For these two (2) elections alone, our 
cross-referencing procedures identified 6,652 instances of employees improperly 
recording voting leave. 
 
In addition, an analysis of election data identified 1,202 employees who claimed voting 
leave in both elections but did not vote in either election.  Even more egregious, in 709 
instances an employee taking voting leave did not appear on the voter history file, 
indicating that these employees were not registered to vote or had been purged from the 
active voting register. 
 
According to an employee of the State Board of Elections, the voter history file is 
updated after each election by a scanning device that reads certain information on the 
precinct roster to determine whether an individual voted.  Every precinct roster contains a 
space for each voter’s signature or, in the case of absentee voters, a stamp affixed by the 
clerk.  The scanning device reads each line of the precinct roster to determine whether an 
individual voted.  For a variety of reasons, the scan may not properly record every 
individual who actually voted.  For example, the scanner may not record an improperly 
applied absentee stamp or a voter’s signature not written in dark ink. 
 
The findings resulting from this data analysis rely on the accuracy and integrity of the 
data contained in the files provided to this office from the State Board of Elections and 
Personnel.  To substantiate the findings from the data match, we tested a sample of 828 
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FINDING 05-PERS1-27: The Personnel Cabinet Should Strengthen Controls To 
Minimize Potential Abuse Of Voter Leave (Continued) 
 
employees identified as not voting.  We examined election documentation in the county 
clerk’s office of each of the 11 counties represented in the sample.  Of those names found 
on precinct rosters, our sample exhibited an error rate of approximately five (5) percent, 
documenting that certain employees had actually voted.  We verified that 31 employees 
who actually voted were identified erroneously as non-voters due to various 
inconsistencies.  Also, using the information from the current voter history file that 
records the precinct where an individual is registered to vote, we could not locate on the 
precinct roster 163 employees within our sample.  This may be due to updating the file 
with an individual’s new address and voting precinct, which may differ from the precinct 
assigned at the date of election.  Documentation examined for the 665 employees found 
on precinct rosters verified that approximately 95 percent of these employees did not 
vote.  Documentation examined included precinct rosters, supplemental precinct rosters, 
and lists of absentee voters. 

 
Considering the hourly wage of each of these employees at the time leave was taken, the 
cost of voting leave that did not comply with regulatory or statutory requirements totaled 
$164,611 for the 2003 general election and $259,910 for the 2004 primary.  This 
misrepresentation of employees’ time keeping resulted in an accumulated cost of 
approximately $424,500 to the Commonwealth.  The control process must be 
strengthened to minimize the potential abuse of voter leave in the future.   
 
The Commonwealth provides state employees the benefit of four (4) hours voting leave 
in accordance with 101 KAR 2:102, Section 7 and 101 KAR 3:105, Section 7, which 
state “[a]n employee who is eligible and registered to vote should be allowed upon prior 
request and approval, four (4) hours, for the purpose of voting.”  Further, KRS 118.035 
states “any qualified voter who exercises his right to voting leave under this section but 
fails to cast his vote under circumstances which did not prohibit him from voting may be 
subject to disciplinary action.” 
 

Recommendation 
 

We recommend Personnel implement the following controls and actions to 
strengthen the process to oversee the use of voting leave in the future: 

 
�� Personnel should provide employees instruction to reaffirm that an 

employee must vote to claim voting leave as stated in KRS 118:035 
and 101 KAR 2:102, Section 7 and 101 KAR 3:105, Section 7. 
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FINDING 05-PERS1-27: The Personnel Cabinet Should Strengthen Controls To 
Minimize Potential Abuse Of Voter Leave (Continued) 
 

Recommendation 
 
�� Personnel should consider that subsequent to voting, an employee who 

claims voting leave be required to sign an acknowledgement that will 
be retained by the agency that certifies the employee voted. 

 
�� Personnel should initiate an automated process to match the 

appropriate employee payroll records to voter history file data 
obtained from the Board of Elections and produce a report of 
employees that took voting leave but appear to have not voted. 

 
�� In the future, Personnel should direct agencies to further investigate 

whether an employee appearing on the report produced by Personnel 
actually voted due to the possibility that the voter history file did not 
accurately record that the employee voted.  To facilitate this 
investigation, Personnel could provide agencies with a preliminary 
draft list of employees that did not vote according to the data match 
performed by Personnel. 

 
�� In the future, Personnel should direct agency heads to adjust the annual 

or compensatory leave balances by the corresponding number of hours 
that further investigation verified were improperly claimed for voting 
leave. 

 
�� In the future, Personnel should direct agencies to take appropriate 

personnel action against employees who are determined to have 
inappropriately taken voting leave. 

 
Management’s Response and Corrective Action Plan  

 
The audit report issued last May did raise awareness about appropriate use of 
voting leave for future elections.  As the Auditor’s Office completed the audit of 
voting leave use for the November 2003 election and the May 2004 election, it 
seems that the Auditor’s Office would be the appropriate agency to provide 
guidance to state agencies regarding the appropriate steps to take to prevent 
abuse of voting leave. 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 

SECTION 2 – FINANCIAL STATEMENT FINDINGS 
 

150 

FINDING 05-PERS1-27: The Personnel Cabinet Should Strengthen Controls To 
Minimize Potential Abuse Of Voter Leave (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

The Personnel Cabinet is aware that some agencies have taken the appropriate 
action to stress appropriate use of voting leave.  Prior to every election, whether 
general or special, the Personnel Cabinet, through memorandum, reminds the 
appointing authority in each agency regarding the process for using voting leave, 
including the obvious requirement that an employee must vote in order to receive 
voting leave.  In the future, the Personnel Cabinet will provide this memorandum 
via email to all state employees who have email accounts.  For state employees 
without email access, the Personnel Cabinet will request that agencies post the 
memorandum for all state employees’ information. 
 
The Personnel Cabinet will explore the viability and productivity of an automated 
process to match appropriate payroll records to voter history file data.  It is 
estimated that the expenditure required to create the process, conduct the audit 
and attempt to recover any time allegedly taken inappropriately far exceeds the 
estimated cost savings identified by your audit.  The cost benefit analysis clearly 
leads to the conclusion this would be a wasteful use of taxpayer dollars. 

 
It is recommended that the Personnel Cabinet direct agencies to further 
investigate whether an employee voted therefore justifying use of voter leave.  
Based upon your own audit, the “voter history file did not accurately record that 
an employee voted.”  Further investigation would require agencies in reliance 
upon incomplete and inaccurate information to confront employees about whether 
they voted in an election.  In addition, agencies would be required to verify voting 
records from across the Commonwealth.  Respectfully, the Personnel Cabinet will 
not request that agencies take action based upon an automated reconciliation 
process, which produces incomplete, inaccurate, and unreliable information as 
demonstrated in your audit of voting leave.       
 
Voting leave must be monitored by each individual agency.  As your audit 
demonstrates, it is a difficult challenge to verify each individual employee’s 
voting record and use of voting leave.  Instead, each agency must perform their 
own due diligence in determining whether their employees voted and took leave 
appropriately.  There is also some concern that any attempt to regulate and 
investigate voting leave beyond what has historically been done could be 
construed as an attempt to infringe upon state employees’ right to vote in general 
or as illegal political influence of state employees. 
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FINDING 05-PERS1-27: The Personnel Cabinet Should Strengthen Controls To 
Minimize Potential Abuse Of Voter Leave (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

KRS 18A.005 clearly vests the appointing authority in each Cabinet or agency 
with the power to discipline their employees.  The Personnel Cabinet will not take 
the recommended action to penalize employees outside the parameters delineated 
by current law.  Each employee acknowledges the accuracy of their time and 
attendance when they sign their timesheets and submit them to their respective 
agency.  The recommendation for an additional acknowledgement of voting is 
wasteful and simply adds an additional layer of bureaucracy with little added 
benefit to the Commonwealth.  In addition, employees should be submitting leave 
slips for voting leave which are also signed by the employee. 
 
Employees of the Commonwealth are guaranteed the right to voting leave, not by 
statute or Personnel Cabinet regulation, but by the Constitution of this great 
Commonwealth.    The Personnel Cabinet strives to protect state employee rights, 
especially those guaranteed by the Constitution, and will not make 
recommendations to agencies or take action against state employees, unless 
complete, accurate, and reliable information warrants such action. 
 
As always, the Personnel Cabinet, which maintains personnel information and 
records for state employees, stands ready to assist and cooperate in any way 
possible with the evaluation of voting leave. 
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FINDING 05-REV1-28: Electronic Payments To The Clearing Account Are Not 
Accurately Posted In Revenue’s System, And No Corrections Of Those Errors Are 
Being Made 
 
State Organization: Department of Revenue 
 
The Department of Revenue maintains detailed records for each taxpayer, while tax 
receipts are summarized in MARS.  To ensure that data in both systems is reliable, 
Revenue performs a monthly reconciliation of receipts by tax type between its figures 
and those in MARS.  During testing of this process, we found that thirty-one (31) of the 
thirty-seven (37) reconciling items at the end of FY05 were errors in the processing of 
electronic payments to the clearing account (Fund 1400, R000).  These errors were 
identified in the monthly reconciliation process by Revenue Division of Operations staff, 
but no corrections were made.  Examination of four (4) interim reconciliations revealed 
that every error related to an electronic payment (C1E document) was carried forward as 
a reconciling item for the rest of year, while other types of errors were corrected.   
 
Revenue personnel are able to determine the date and amount of the discrepancies, but 
not the reason.  Finance personnel note that no other agency using the e-pay system has a 
problem with discrepancies; this fact strongly suggests that the problem’s source is the 
report that Revenue uses to post.  Detailed data from the vendor is being accurately 
summarized for entry into MARS, but the complete information for posting to taxpayer 
accounts in Revenue’s system is not always being accurately transmitted.  
 
For FY 05 the net dollar impact was immaterial (only $11,771.02) because some of the 
differences were positive and others were negative.  However, as long as these errors are 
not being corrected, the possibility remains for their impact to become material in future 
years.  The complete absence of a process to correct recurring errors or resolve their 
cause reveals a control weakness. 

 
Revenue’s posting of electronic payments to the clearing account does not always match 
the amount actually deposited into Farmers Bank and posted in MARS.  This becomes 
apparent when each month’s reconciliation is performed.  The payment and reconciliation 
processes are described below. 
 

The E-pay process:  Every workday, Link to Gov (a vendor that handles credit 
and debit card transactions for several state agencies) sends a file to Finance 
containing details of the electronic receipts that it will deposit into Farmers Bank 
the next day.  Finance performs several processing steps, including the creation of 
C1E documents to describe and post the transactions in MARS.  This posting 
consists of totals for each agency (including Revenue) by tax type.  The C1E 
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FINDING 05-REV1-28: Electronic Payments To The Clearing Account Are Not 
Accurately Posted In Revenue’s System, And No Corrections Of Those Errors Are 
Being Made (Continued) 
 

document data must match the data in the file from Link to Gov.  MARS 
processes the C1E documents with the rest of the nightly run.  The next day 
Revenue’s Division of Operations personnel pull a report on the transaction and 
use it to post the receipts to Revenue’s system.  Revenue’s posting is more 
detailed than the one in MARS, because Revenue must credit each separate 
taxpayer account.   
 
The reconciliation process:  Revenue Division of Operations staff members 
perform a monthly reconciliation of receipts for each tax type by comparing 
Revenue’s system figures to those in MARS.  Certain tax types are reported but 
not adjusted because Revenue does not post to them.  Each discrepancy in the 
other tax types is researched and its source identified.  If the discrepancy is the 
result of a timing difference, there is no need for action.  However, when the 
discrepancy between Revenue and MARS is the result of an error, Revenue is 
supposed to prepare and execute journal vouchers to correct the error. 
 

None of the discrepancies resulting from electronic payments to the clearing account 
were corrected during FY 05.  When discrepancies are not corrected in a timely manner, 
the accuracy and reliability of the Revenue reporting system is in question.   
 
Good internal controls dictate that errors should be corrected in a timely manner after 
they are identified.  Furthermore, the cause of recurring errors should be identified and 
corrected. 

 
Recommendation 
 
We acknowledge that Revenue has begun to address the problem.  An August 10, 
2005 meeting of personnel from Revenue, Finance, and COT resulted in a plan of 
action that included tracing the data processed for several days to try to find the 
location and cause of errors.  A request has been filed for COT to review the 
report Revenue uses for posting.   
 
For now Revenue should: 
 

• Establish a method to make corrections until the system is fixed. 
• Confirm daily totals with Finance to try to prevent discrepancies in 

posting. 
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FINDING 05-REV1-28: Electronic Payments To The Clearing Account Are Not 
Accurately Posted In Revenue’s System, And No Corrections Of Those Errors Are 
Being Made (Continued) 
 

Recommendation (Continued) 
 

• Continue its efforts to identify the source of the discrepancy, including 
scrutinizing the report now used as the source of data for posting. 

• Explore linking its computer system to MARS in a way that eliminates the 
need for reconciliations and duplicate entries.   

 
Management’s Response and Corrective Action Plan  
 
The Department of Revenue (DOR) agrees with the auditor’s recommendations 
that a method must be established to provide the information necessary to correct 
errors found during the reconciliation process for payments made through the 
Epay system.  DOR has been aware of the inconsistency, as a result of its own 
reconciliation process, and has been working on implementing a corrective 
process prior to this finding. DOR is in the process of researching the use of 
“smart codes” to send with all files that would follow the transaction through the 
process and come back to DOR when verification of payment is received back 
from Farmer’s Bank.  These smart codes would include specific tax account 
numbers, case numbers, or notice numbers to differentiate each payment.  This 
would allow DOR to verify each specific e-payment transaction received back 
paid by Farmer’s Bank before the associated transaction is processed to DOR 
databases. This information would then be available during the reconciliation 
process and allow DOR to make the necessary adjustments when errors are 
detected. 

 
Significant progress has been made in addressing the systems problems 
associated with the reconciliation process.  The server stability issue which 
resulted in payment posting errors has been resolved.  Additionally, a system 
report provides a listing of duplicate payments prior to posting. The duplicate 
payment is then manually removed prior to posting. COT is conducting system 
integration testing to determine needs and means to further refine the process. 
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FINDING 05-REV2-29: The Department Of Revenue Should Ensure That All 
Penalties Are Distinctively Reported Into The Revenue’s System 
 
State Organization: Department of Revenue 
 
The Department of Revenue’s system does not post penalties that are declared on tax 
returns.  During the testing of tax returns we noted the tax amount posted in the system 
did not match the amount shown on one (1) return.  The system posting did not agree to 
the return amount because penalties declared do not post to Revenue’s system.     
 
This is a system weakness that creates the risk that Revenue will not record, bill, or 
receive all penalties due.  Penalties do post to another Revenue system for billing, but not 
to this Revenue system when the return is filed.  This does pose a risk with the multiple 
options for filing returns.   
 
When penalties declared are not entered into Revenue’s system, the system will treat the 
account as paid in full if the total amount of tax due is paid.   There is a risk that the 
penalty will not be collected. 

 
The Department of Revenue has a responsibility to collect tax and penalties in as 
complete and equitable a manner as feasible so that all taxpayers are treated in an 
equitable manner. 
 
KRS 131.030 describes the functions of the Department of Revenue, in subsection (1) 
stating in part that: 
 

The Department of Revenue shall exercise all administrative functions of 
the state in relation to the state revenue and tax laws, … the equalization of 
tax assessments, … and the enforcement of revenue and tax laws…. 

 
Good internal controls dictate that each transaction should be recorded in its entirety.   
   

Recommendation 
 

The Department of Revenue should modify its system to assure that the collection 
of penalties is the same for every means of filing.  All relevant information 
contained in the Forms should be entered into the system.  Penalties reported with 
the filing should be distinctly coded within the system, assuring that failure to pay 
the penalty would not go unnoticed. 
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FINDING 05-REV2-29: The Department Of Revenue Should Ensure That All 
Penalties Are Distinctively Reported Into The Revenue’s System (Continued) 
 

Management’s Response and Corrective Action Plan 
 
Some penalties are billed separately from other tax and penalties because of rules 
and exceptions that must be communicated to the taxpayer. The return record 
generates the penalty billing if the return meets the Department of Revenue's 
criteria. Any penalty that is billed will post to the history screen only if the penalty 
is paid. The payment regardless of the method of filing returns should post to the 
DOR system as penalty identified from other penalties by a unique code.  If the 
penalty is withdrawn, voided, or charged off, there is not a record of the billing on 
the history screen.   
 
DOR agrees with the RCW regarding the issue of the penalty amount that was 
being recorded as tax when paid. This concern is being addressed in the system 
changes this year.  It has always been DOR's intent to post the monies separately. 
However, from a practical standpoint, getting the money in the bank and not 
generating erroneous billings has taken priority. 
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FINDING 05-REV3-30: The Department Of Revenue Should Strengthen Physical 
Securities 
 
State Organization: Department of Revenue 
 
Physical security at a Department of Revenue facility is inadequate.   
 
Images from the security surveillance cameras are not properly stored.  The security 
surveillance cameras are recording, but the images from the camera are not being 
transferred to a CD for file maintenance.  Only a limited number of days of recording are 
available on the cameras for reviewing.  The equipment that was purchased by Revenue 
has the capability to record an extended period of security recordings onto a CD.  Due to 
system incapability the digital images from the security surveillance cameras are not 
being recorded onto a CD at all.   
 
Vault security is lax.  The key to the vault is accessible to anyone who works in the 
building.  Approximately 100 people use the key on a daily basis.  A vault access log is 
maintained, but only required for staff that works outside of the facility.  Without proper 
monitoring procedures of the vault, the department is susceptible to theft or unauthorized 
entry. 
 
The facility recently switched from a VHS recording system to a digital image recording 
system.  Images from a digital recording system produce a clearer picture.  The existing 
system could be used to identify a theft only if the theft were discovered within a limited 
number of days.  This severely hampers the system’s usefulness.  
 
Poor physical security controls and procedures expose an agency to unnecessary risk.  
Failure to take proper precautions to secure the department’s assets leaves the department 
susceptible to the possibility of theft, unauthorized entry, damage to property, financial 
loss, legal repercussions, or loss of credibility.   
 
Good internal controls dictate that proper precautions be taken to safeguard assets from 
loss, damage, or misappropriation.  Strong internal controls are essential to protect the 
department’s assets. 
 

Recommendation 
 
We recommend that the Department of Revenue identify the source of the system 
incompatibility of the digital imaging equipment and implement a corrective 
action plan that results in long-term storage of security camera images. 
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FINDING 05-REV3-30: The Department Of Revenue Should Strengthen Physical 
Securities (Continued) 
 

Recommendation (Continued) 
 
The Department of Revenue should also strengthen their internal controls by 
maintaining a log of all users of the vault key, or have the interior door equipped 
with a swipe badge lock requiring individuals to use his or her badge to gain 
entrance. 

 
Management’s Response and Corrective Action Plan 

 
DOR agrees with the Auditor’s finding in this RCW.  DOR is pursuing options 
with regard to long-term storage of video images.  Changes to recording 
equipment have improved the length of record time possible.  Offsite storage of 
images is also being considered. 

 
DOR has investigated the possibility of installing a camera inside the vault, 
however, the vault is constructed of concrete all around so drilling to install a 
camera would diminish the structural integrity of the vault.  There is a camera at 
the door of the vault that records continuously. Therefore, the DOR does not 
intend to pursue this option at this time.  However, other options related to the 
vault key are being considered by DOR. 
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FINDING 05-TC1-31: The Transportation Cabinet Should Strengthen Logical 
Security Controls Over The Transportation Information Payroll System 
 
State Organization: Transportation Cabinet 
 
Our audit revealed that the Kentucky Transportation Cabinet (KYTC) did not implement 
adequate logical security controls during FY 2005 for the Transportation Information 
Payroll System (TIPS).   
 
At the time of our testing in October 2004, there were 1,126 active user accounts 
established within TIPS.  We tested 158 user IDs for proper support and authorization.  
Our testing revealed that 80 of the user IDs were not valid user accounts.  The review of 
these accounts revealed that 56 of the users had retired, left the agency, or no longer 
needed the access based on job responsibilities.  Testing also revealed that 24 of these 
tested accounts had been incorrectly established within TIPS with the wrong RACF 
(mainframe) user ID rendering them unusable for TIPS access.  These invalid user IDs 
make up 50.6 percent of the tested 158 user IDs and 7.1 percent of the total population of 
1,126 user IDs.   
 
Without sufficient logical security controls in place, the risk is increased for unauthorized 
access or modification to computer programs and data, destruction of assets, and 
interruption of services.   
 
Adequate logical security controls are necessary to ensure that unauthorized individuals 
are not allowed access to a system.  All requests for access or privileges to a system 
should be properly authorized, reviewed, and documented.  Further, users’ access should 
be scrutinized periodically to ensure that the access is still valid and necessary.  
Procedures should be included to ensure security coordinators are notified of transferred 
or terminated employees with system access rights. 
 

Recommendation 
 
We recommend that the KYTC perform a complete and thorough review of the 
TIPS system users to ensure all accounts are valid and that proper documentation 
is on file to support the level of access granted.  Supporting documentation for 
user access should be maintained by the security administrator in a format that is 
readily available for review should questions arise concerning granted access.  
Further, we recommend that procedures be developed and implemented to ensure 
the TIPS security coordinators are notified when employees with TIPS access 
either transfer from or terminate employment with KYTC. 
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FINDING 05-TC1-31: The Transportation Cabinet Should Strengthen Logical 
Security Controls Over The Transportation Information Payroll System 
(Continued) 
 

Management Response and Corrective Action Plan 
 
KYTC agrees that the potential of unauthorized access to a system presents a 
serious risk to system data integrity and security. 
 
• KYTC will review all accounts to ensure that they are still valid and should be 

active. The projected completion date is July 31, 2005.  
 
• KYTC Division of Technology staff have reviewed and disabled/deleted all 

accounts that were identified as issues. This was completed May 2, 2005.  
 

• In the future, accounts that are inactive for 90 days will be disabled; accounts 
that have been inactive for 180 days will be deleted. This procedure has been 
implemented and will be ongoing 
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FINDING 05-TC2-32: The Transportation Cabinet Should Improve Inventory 
Procedures For Maintenance Materials  
 
State Organization: Transportation Cabinet 
 
The Kentucky Transportation Cabinet (KYTC) has maintenance barns in 12 districts 
throughout Kentucky.  These maintenance barns contain not only heavy equipment used 
for highway safety, but also necessary supplies and material to keep state roads passable.  
The amount of inventory in these maintenance barns totaled $30,360,349 for FY05.  Our 
auditors observed district personnel conduct their inventory to determine if maintenance 
materials were counted correctly and to determine if inventory management procedures 
were adequate.  KYTC Internal auditors also observed several inventory counts as well 
and communicated their results to KYTC management. 
 
We issued a comment last year regarding various inconsistencies in the inventory 
process.  These included inconsistent treatment of guardrail systems; unclear 
responsibilities for items such as antifreeze, oil, grease, etc; several instances of where 
inventory observers had written in additions to be made to the Operations Management 
System (OMS), however, these additions were not added into OMS; and no policies and 
procedures in place.  We have seen improvement in this year’s inventory counts.  
However, there were still a number of problems in some of the districts: 
 
1. A comparison of the actual count to quantities listed on perpetual inventory sheets 

from OMS revealed numerous discrepancies in quantities recorded, such as 
inconsistent amounts for pipe bands, guardrails, tires and other inventory items. This 
leads us to believe that OMS is not being used effectively to track materials on hand.   

 
2. Procedures to count bulk material items such as aggregates and asphalt mixes were 

not in compliance with stockpile quantity calculation procedures outlined in the 2005 
OMS Materials Inventory User’s Guide.  Instead of measuring items as instructed, 
amounts were estimated based on how many loads would fit in a dump truck. 

 
The KYTC “Users Guide for Field Personnel” was revised in March 2005.  This manual 
provides details for district personnel regarding inventory maintenance.   
 
Some possible reasons for quantities being inaccurate in OMS are due to the fact that 
some crewmembers delivering and picking up or using materials don’t always inform the 
timekeeper. When crew members do not inform the time keeper of inventory inflows and 
outflows, OMS is not updated properly.  This could lead to shortages or overages in 
amounts of inventory in each district. 
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FINDING 05-TC2-32: The Transportation Cabinet Should Improve Inventory 
Procedures For Maintenance Materials (Continued) 
 
Some district personnel are simply not following the guide when counting bulk materials 
and estimating amounts using their own methods that could lead to inconsistent or 
inaccurate counts. 
 
One of the key objectives of the OMS system is accountability and management of 
KYTC resources.  It takes all employees to ensure the information in OMS is accurate. A 
memo from the Commissioner of Highways to all chief district engineers dated 12-20-04 
states that “the upcoming employee evaluation planning sessions should be used to 
modify evaluation plans to include a performance expectation for accurate perpetual 
material inventory record-keeping that can be measured by the fiscal year-end inventory 
results.” 
 
The KYTC “User’s Guide for Field Personnel-OMS Materials Inventory” states, “Prior to 
inventory, items should be organized.  Like items should be grouped together in one area 
and stockpiles should be shaped to make measurements easier.  Standard stockpile shapes 
for bulk materials (rock, salt, etc.) are cone or tent.” 
 

Recommendation 
 
KYTC should continue to provide training to timekeepers and district personnel 
regarding OMS inventory maintenance.  Annual employee performance 
evaluations should include an assessment of compliance with inventory 
procedures with follow-up actions as warranted.  Crewmembers should be 
reminded to always inform the timekeepers of inventory increases and decreases.  
District personnel should follow the procedures set out in the OMS Materials 
Inventory guide for counting stockpiled bulk materials.  KYTC internal auditors 
should continue to conduct annual and possibly even quarterly inventory count 
observations. 

 
Management’s Response and Corrective Action Plan  
 
One of the key objectives of the OMS system is accountability and management of 
KYTC resources.  And to this end, the Department of Highways has instituted a 
policy that whenever OMS inventories yield unacceptable errors, the District and 
Garages involved are required to document the cause of these errors and identify 
measures to correct these variations.  Additionally, KYTC’s Internal Audit staff 
has established tolerance levels for different categories of equipment and 
materials to better define acceptable levels of variation.  Emphasis has been  
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FINDING 05-TC2-32: The Transportation Cabinet Should Improve Inventory 
Procedures For Maintenance Materials (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
placed on inventories by the Commissioner of Highways. The Internal Audit 
Branch is conducting follow-up reviews at locations with error rates that are 
unacceptable or out of scope. 
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FINDING 05-TC3-33: The Transportation Cabinet Should Implement Procedures 
To Ensure An Accurate Conversion Of Data To New Systems  
 
State Organization: Transportation Cabinet 
 
The Department of Bridge Inspections maintains its information in two (2) separate 
software programs located on two (2) different servers.  The authoritative source for 
bridge information is the National Bridge Information System (NBIS), which is housed 
on a mainframe computer.  However, the department also maintains its own data in the 
Kentucky Bridge Information System (KBIS), which is in development and is housed on 
a Windows NT server.  Per discussion with TC management, this is only temporary; 
eventually, KBIS will become the authoritative source for bridge information. 
 
This type of situation increases the possibility for errors and discrepancies.   
 
During the process of developing and implementing a new system that is replacing a 
current system, procedures should be established to ensure the complete and accurate 
conversion of current system data to the new system. 
 

Recommendation 
 

We recommend that department management ensure KBIS implementation 
procedures include a procedure to perform a thorough comparison of all data in 
NBIS and KBIS to ensure the completeness and accuracy of data housed within 
the new KBIS system.    

 
Management Response and Corrective Action Plan 
 
The KYBMS system was purchased as a small component of a much larger 
package.  After reviewing the system, the Division of Maintenance determined 
that the amount of customization required to make the KYBMS system useful for 
our bridge management and inspection programs would be too costly.  Likewise, 
the mainframe system mentioned in the citation is no longer in use. 
 
We are still in transition but have made progress.  We have reviewed other bridge 
inspection and management software and determined that changing to the 
AASHTO-sponsored PONTIS software will be the future of bridge inspection, 
data storage and system management.  We have purchased the system and are 
working with the vendor to perform the customization we feel is required to 
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FINDING 05-TC3-33: The Transportation Cabinet Should Implement Procedures 
To Ensure An Accurate Conversion Of Data To New Systems (Continued) 
 

Management Response and Corrective Action Plan (Continued) 
 
include both the federal and state inspection fields.  We anticipate that this system 
will be on-line by December 2006.  At that time, KBIS will no longer be used and 
PONTIS will be the sole residence of our bridge data. 
 
Currently, we are still using KBIS for our bridge inspection and data storage. 
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FINDING 05-TC4-34: The Transportation Cabinet Should Implement Procedures 
To Ensure The Integrity Of The Highway Information System Database 
 
State Organization: Transportation Cabinet 
 
The Highway Information System (HIS) maintains data on bridges, as well as all other 
public roads in the state.  The information contained in the HIS database is collected and 
maintained by various TC divisions.  The integrity of the HIS data is dependent upon 
both the accuracy and frequency with which the data is updated and the users 
interpretation. It was noted in the prior year audit that there is no time schedule for 
updating that data.  The source of the bridge information is kept on the NBIS server.  The 
Department of Bridge Inspections maintains this data.  Per current discussion with 
management, we noted that it has been several months since the HIS server had 
downloaded the latest information from NBIS and that no new processes have been 
implemented to compare the data contained in the HIS server with that contained in the 
NBIS server.   
 
The agency has stated this was due to a scheduled replacement of NBIS.  To date, no 
additional procedures have been performed to ensure that HIS data has been updated 
from the current KBIS data.  The agency expects to upgrade HIS in the first half of 2004 
to actually implement a direct link to KBIS information for HIS users and eliminate the 
need for KBIS downloads into HIS. 
 
When information regarding bridges is not updated periodically, the various divisions 
within the TC do not have the most recent information for analysis purposes.  
Specifically, it is important for the Division of Planning, which uses that data in HIS, to 
have current and reviewed information regarding bridges.   
 
Data integrity control procedures should be established that are adequate to ensure the 
integrity of the data maintained within the organization's databases.  Procedures should 
be established to ensure that data used by management remains complete, accurate and 
valid during its input, update, and storage.  Further, data elements should be balanced 
periodically to the control records or master files in the case of data interfaces. 
 

Recommendation 
 

Procedures should be implemented that ensure the integrity and completeness of 
bridge information provided to HIS users.  Until the direct link between HIS and 
KBIS information is completed, we recommend a current download from KBIS to 
HIS be performed and data be refreshed at least on a quarterly basis. 
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FINDING 05-TC4-34: The Transportation Cabinet Should Implement Procedures 
To Ensure The Integrity Of The Highway Information System Database 
(Continued) 
 

Management Response and Corrective Action Plan  
 

The Division’s of Planning and Technology have upgraded the Highway 
Information System (HIS).  Bridge data is no longer duplicated in the current 
HIS; however, the most current bridge data is available from Bridge 
Maintenance.  To improve our analytical capacity and to help prepare for the 
migration from KBIS by Bridge Maintenance, the Planning Division has 
completed a process of locating the bridges on the highway network more 
accurately.  Bridge Maintenance has acquired the PONTIS bridge system, from 
Cambridge, with a target implementation and production date of December 2007.  
We have developed and provided Cambridge with a methodology for a link 
between HIS and PONTIS, which they have agreed to conceptually.  This link will 
be accomplished cooperatively by KYTC, Cambridge, and the Exor Corporation.  
For this link, the Planning Division will create and populate the fields in HIS by 
May of 2006.  The link will permit HIS users to access current bridge data from 
PONTIS and enable fields within PONTIS to be automatically updated from HIS. 
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FINDING 05-TC5-35: The Transportation Cabinet Should Improve Data Retention 
Practices 
 
State Organization: Transportation Cabinet 
 
Our examinations of the data retention for information maintained within the NBIS and 
within the Pavement Management System (Visual/PMS) revealed that year-end 
downloads are not kept for these databases.  Information contained in the Required 
Supplementary Information includes prior year data.  Additionally, trend analysis often 
requires detailed information for prior year data that may not have been included in a 
separate report. 
 
Failure to retain year-end downloads means there is no practical method to determine or 
test the records and their corresponding field data for prior years.   
 
Electronic data that provides support for financials included within the annual report 
should be retained in a manner similar to that required for non-electronic support.  This 
data should be retained as provided for in an approved retention schedule with the 
Kentucky Department of Library and Archives.  Master files and electronic data that is 
considered necessary for an audit trail should be retained as long as necessary for audit 
purposes.   
 

Recommendation 
 

We recommend the TC ensure they retain year-end downloads for the NBIS and 
Visual/PMS databases in order to facilitate and substantiate prior year reporting, 
as well as to provide a detailed backup that can be tested for accuracy in the event 
clarification is needed.  If upgrades to these systems have been or will be 
implemented, then the TC should ensure the same considerations for data 
retention are included in the implementation. 

 
Management Response and Corrective Action Plan  

 
The cabinet still has not fully set up the Pavement Management System from our 
earlier responses.  Restricted funding and requirements to get other systems 
functioning, including the interface to the new eMARS, have used our funding set 
aside to fully implement the pavement management system.  We hope to have the 
funding beginning July 1 without other programs in need to complete the 
implementation.  Once that implementation is complete, the new software will 
have that ability. 
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FINDING 05-TC5-35: The Transportation Cabinet Should Improve Data Retention 
Practices (Continued) 
 

Management Response and Corrective Action Plan (Continued) 
 
Referring to our 2003 response, the KYBMS system was purchased as a small 
component of a much larger package.  After reviewing the system, the Division of 
Maintenance determined that the amount of customization required to make the 
KYBMS system useful for our bridge management and inspection programs would 
be too costly.   
 
We are still in transition but have made progress.  We have reviewed other bridge 
inspection and management software and determined that changing to the 
AASHTO-sponsored PONTIS software will be the future of bridge inspection, 
data storage and system management.  We have purchased the system and are 
working with the vendor to perform the customization we feel is required to 
include both the federal and state inspection fields.  We anticipate that this system 
will be on-line by December 2006.  We will work with the PONTIS vendor to 
ensure that the data is tracked historically through either a year-end download or 
a built-in data tracking process. 
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FINDING 05-TC6-36: The Transportation Cabinet Should Improve Audit Trail 
Procedures For Database Actions 
 
State Organization: Transportation Cabinet 
 
Adequate audit trails were not implemented for various databases within the 
Transportation Cabinet.  Our examination of internal controls over infrastructure assets 
revealed that no reports are currently generated by TC that show the data attribute 
changes, records added, and records deleted.  In addition, some databases do not contain 
a field for when the date information was entered or a field identifying the user 
performing the data entry. 
 
In order to properly track potential data entry errors or other errors in the database, it is 
important to know when the entry error occurred and the identity of the individual 
making the entry.   
 
Without adequate audit trails, it is difficult or impossible to determine the exact timing, 
source, and cause of database data entry errors or unauthorized changes to records.  It 
may also result in the inability to properly recover data in the case of some errors. 
 
Adequate audit trails should be provided to facilitate the tracing of transaction processing 
and the reconciliation of disputed data.  Accounting systems and database management 
systems should include an audit trail component that includes sufficient information, such 
as the terminal device or microcomputer involved, user identification codes, data field 
affected, and time and date entries.  TC’s system development life cycle methodology 
should include procedures requiring that each information system development or 
modification project have adequate audit trails specified. 
 

Recommendation 
 
We suggest TC consider adding fields to provide sufficient audit trails of database 
alterations or security violations, including the date entered and entry person for 
all changes to the critical databases.  In addition, we believe TC should consider 
generating a nightly report showing all changes to the database that were made 
each day. 
 
Management Response and Corrective Action Plan 

 
KYTC has made changes to the Building and Lands Data Base which address the 
tracking issues cited in the audit. Each data base transaction is recorded in a file 
which documents the transaction date as well and information changes.  Only one  
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FINDING 05-TC6-36: The Transportation Cabinet Should Improve Audit Trail 
Procedures For Database Actions (Continued) 
 

Management Response and Corrective Action Plan (Continued) 
 
employee of the Division of Property and Supply Services has data update 
authorization access making the identity of the enterer unquestionable. Changes 
to the Building and Lands Data Base are infrequent and nightly reports are not 
necessary. On an annual basis, reports are generated which detail current asset 
inventory, addressing acquisitions, disposals, and adjustments to this inventory 
base.   
 
KYTC currently has funded in the Governor’s recommended budget Archibus 
inventory software this will provide us with a unified fixed asset tracking solution. 
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FINDING 05-TC7-37: The Transportation Cabinet Should Adhere To State Law 
Regarding Voting Leave And Follow Up On Possible Violations  
 
State Organization: Transportation Cabinet 
 
During our audit of the Kentucky Transportation Cabinet (KYTC) we became aware that 
the Cabinet’s Office of Inspector General (OIG) had reviewed compliance with KRS 
118.035, 101 KAR 2:102 Section 7, and 101 KAR 3:015 Section 7, related to employee 
paid voter leave.  The OIG report was focused on the May 2004 primary and noted the 
following: 

 
• 5649 KYTC employees took paid voter leave 

• 727 preliminary potential violations were identified (12.8%) 

• 535 Did not vote 

• 39 Not registered 

• 135 Registered, claimed four (4) hours compensatory time due to working the full 
day, but did not vote 

• 18 Not registered, claimed four (4) hours compensatory time due to working full 
day, did not vote 

 
The preliminary data compiled by the OIG is subject to change.  In order to ascertain a 
final number of employees who may have violated state law and regulation, each 
identified employee should have been asked to verify voting status.  It is possible that 
absentee votes, precinct changes, etc. could eliminate some potential violations. 
 
The OIG proposed to take additional administrative action to contact employees and ask 
for an explanation. Employees who, after having the opportunity to provide an 
explanation and determined to have abused voter leave, could have been requested to use 
accumulated leave to “repay” for voter leave and have been issued a written notice of 
violation and possibly more severe disciplinary action for future violations. 
 
The Office of the Secretary and the Office of the Governor stopped OIG from taking any 
actions on these possible violations. 
 
The total annual payroll for the Transportation Cabinet for FY04 and FY05 was 
$275,387,433 and $253,325,548 respectively, which includes both Road Fund and 
Federal Funds. 727 possible violations multiplied by four (4) hours reflect up to 2900 
hours of work taxpayers did not receive. 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 

SECTION 2 – FINANCIAL STATEMENT FINDINGS 
 

173 

FINDING 05-TC7-37: The Transportation Cabinet Should Adhere To State Law 
Regarding Voting Leave And Follow Up On Possible Violations (Continued) 
 
KYTC, with knowledge of possible violations, took no action to address these matters 
and no action to take future corrective action.  State law and administrative regulations 
are clear.  Paid voter leave is an employee benefit that should not be abused.  The OIG 
attempted on several occasions to determine why no management action was taken and 
their report was ignored. 
 
KRS 118.035 (3) states “As provided in Section 148 of the Constitution of Kentucky, any 
person entitled to a vote at any election in this state shall, if he has made application for 
leave prior to the day he appears before the county clerk to request an application for or 
to execute an absentee ballot, be entitled to absent himself from any services or 
employment in which he is then engaged or employed for a reasonable time, but not less 
than four (4) hours on the day he appears before the clerk to request an application for or 
to execute an absentee ballot, during normal business hours of the office of the clerk or to 
cast his ballot on the day of the election between the time of opening and closing the 
polls. The employer may specify the hours during which an employee may absent 
himself. (4) No person shall be penalized for taking a reasonable time off to vote, unless, 
under circumstances, which did not prohibit him from voting, he fails to vote. Any 
qualified voter who exercises his right to voting leave under this section but fails to cast 
his vote, under circumstances which did not prohibit him from voting, may be subject to 
disciplinary action.” 
 
101 KAR 2:102 (Classified Service) Section 7 states “(1) An employee who is eligible 
and registered to vote shall be allowed, upon prior request and approval, four (4) hours, 
for the purpose of voting. (2) An election officer shall receive additional leave if the total 
leave for election day does not exceed a regular workday. (3) The absence shall not be 
charged against leave. (4) An employee who is permitted or required to work during the 
employee's regular work hours, in lieu of voting leave, shall be granted compensatory 
leave on an hour-for-hour basis for the hours during the times the polls are open, up to a 
maximum of four (4) hours.” 
 
101 KAR 3:015 (Classified Service) Section 7 states “(1) An employee who is eligible 
and registered to vote shall be allowed, upon prior request and approval, four (4) hours, 
for the purpose of voting. (2) An election officer shall receive additional leave if the total 
leave for election day does not exceed a regular workday. (3) The absence shall not be 
charged against leave. (4) An employee who is permitted or required to work during the 
employee's regular work hours, in lieu of voting leave, shall be granted compensatory 
leave on an hour-for-hour basis for the hours during the times the polls are open, up to a 
maximum of four (4) hours.” 
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FINDING 05-TC7-37: The Transportation Cabinet Should Adhere To State Law 
Regarding Voting Leave And Follow Up On Possible Violations (Continued) 
 

Recommendation 
 
KYTC should adhere to state law and regulations on voter leave and follow up on 
possible violations involving thousands of dollars of Road and Federal funds.  
KYTC should take administrative action to remind employees of their statutory 
duty to vote if paid leave is requested.  If violations are verified, the KYTC has a 
duty to take action to address in a timely manner.  KYTC Department of 
Administrative Services should verify compliance with administrative regulations 
regarding voter leave for each applicable election. 

 
Management’s Response and Corrective Action Plan 

 
The abuse of voter fraud was uncovered by the Kentucky Transportation 
Cabinet’s Office of Inspector General (IG) during its investigation into the use of 
voting leave in the May 18, 2004 primary election.  The results were delivered to 
then Cabinet Secretary Clay Bailey on January 6, 2005.   
 
As noted in the IG’s report, there are various factors that could cause individual 
findings to be erroneous such as incorrect data entry by county clerk offices, 
precinct changes, and confusion over absentee ballots.  Thus, the Cabinet decided 
not to pursue this process but instead focus its efforts at ensuring that the 
situation would not occur in the future.  
 
The Cabinet takes this issue very seriously and is committed to minimizing this 
problem in the future.  We do agree with your recommendation that employees be 
reminded of their statutory duty to vote if voting leave is requested and taken.  
However, we also believe the timing of this reminder is critical if we are to be 
successful in this effort.  For that reason, Secretary Nighbert will be sending a 
memorandum to all employees immediately prior to the May primary election 
reminding them of their responsibilities under KRS 118.035.  We have attached a 
draft of this memorandum for your file (see below). In addition, all employees will 
be required to sign the memorandum indicating that they have read it and are 
fully aware of their responsibility in taking voter leave under KRS 118.035.  A 
copy of each signed memorandum will be placed in each employee’s personnel 
file. 
 
We also plan to follow up with a sample testing of employees following certain 
elections. Appropriate disciplinary action will be taken against those employees 
who violate the policy following the distribution of the memorandum.  
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FINDING 05-TC7-37: The Transportation Cabinet Should Adhere To State Law 
Regarding Voting Leave And Follow Up On Possible Violations (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

[Draft below was prepared by Transportation Cabinet] 
 

MEMORANDUM 
 
 
 
TO:   Kentucky Transportation Employees 
 
FROM:   Secretary Nighbert 
 
DATE:   May ___, 2006 
 
SUBJECT:  Primary Election 
 
In accordance with Kentucky Constitution Section 148, Kentucky 
Revised Statute 118.035 and the voting leave regulations, 101 KAR 
2:102, Section 7 and 101 KAR 3:015, Section 7, all employees who are 
entitled to vote, otherwise scheduled to work during the hours that the 
polls are open, and request leave in advance shall be granted four (4) 
hours of leave to do so. Employees voting absentee may be granted 
this leave, if an advance request is made on the day they appear before 
the clerk to apply for the absentee ballot except as noted below. Voting 
Leave must be used on the day the employee votes unless an 
emergency occurs where the employee has to work. 
 
An investigation conducted by the Office of the Inspector General into 
the use of Voting Leave in the May 18, 2004 primary election revealed 
a significant amount of fraud by KYTC employees claiming voting 
leave and not using it as directed by regulation. The Transportation 
Cabinet is committed to rectifying the fraudulent use of voter leave 
and will institute the following procedures. All employees will be 
required to sign this memo acknowledging that you have reviewed and 
are fully aware of your responsibility in taking Voter Leave under KRS 
118.035 (attached). Additionally, the Transportation Cabinet will 
conduct periodic audits of voter leave use and appropriate  
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FINDING 05-TC7-37: The Transportation Cabinet Should Adhere To State Law 
Regarding Voting Leave And Follow Up On Possible Violations (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

[Draft below was prepared by Transportation Cabinet] 
 

disciplinary action will be taken against those employees who are in 
violation of KRS 118.035, 101 KAR 2:102, Section 7 and 101 KAR 3:015, 
Section 7. 

 
KRS 118.035 states that any qualified voter who exercises his right to 
voting leave but fails to vote under circumstances that did not prevent 
him from voting may be subject to disciplinary action. An employee 
appointed to serve as an Election Officer may receive voting leave not 
to exceed a total of seven and one-half (7.5) hours for the designated 
election to attend training and for service as an Election Officer, 
provided that such leave is requested in advance per KRS 118.035(4). 

 
118.035 Hours polls to be open -- Employees to be allowed time off to 
vote, to apply for or execute absentee ballot, to serve or train to be 
election officer. 
The polls shall be opened on the day of a primary, runoff primary, 
special election, or regular election at 6 a.m., prevailing time, and 
shall remain open until each voter who is waiting in line at the polls at 
6 p.m., prevailing time, has voted. At 6 p.m., prevailing time, if voters 
are waiting at the polls to vote, the precinct election sheriff shall 
announce that a voter wishing to vote must immediately get in line. 
When all voters waiting at the polls at that time are in line, the 
precinct election sheriff shall then determine which voter is the last in 
line, and that voter shall be the last voter permitted to vote. The 
precinct election sheriff shall wait in line with the last voter who shall 
be permitted to vote until that voter has voted and shall inform a voter 
who subsequently arrives at the polls that no one shall be permitted to 
vote after the last voter in line at 6 p.m., prevailing time. After the last 
voter waiting in line at 6 p.m., prevailing time, has voted, the polls 
shall then be closed. 
(2) As provided in Section 148 of the Constitution of Kentucky, any 
person entitled to a vote at any election in this state shall, if he has 
made application for leave prior to the day he appears before the 
county clerk to request an application for or to execute an absentee 
ballot, be entitled to absent himself from any services or employment  
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FINDING 05-TC7-37: The Transportation Cabinet Should Adhere To State Law 
Regarding Voting Leave And Follow Up On Possible Violations (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

[Draft below was prepared by Transportation Cabinet] 
 
in which he is then engaged or employed for a reasonable time, but not 
less than four (4) hours on the day he appears before the clerk 
torequest an application for or to execute an absentee ballot, during 
normal business hours of the office of the clerk or to cast his ballot on 
the day of the election between the time of opening and closing the 
polls. The employer may specify the hours during which an employee 
may absent himself. 
(3) No person shall be penalized for taking a reasonable time off to 
vote, unless, under circumstances which did not prohibit him from 
voting, he fails to vote. Any qualified voter who exercises his right to 
voting leave under this section but fails to cast his vote, under 
circumstances which did not prohibit him from voting, may be subject 
to disciplinary action. 
(4) Any person selected to serve as an election officer shall be entitled 
to absent himself from any services or employment in which he is then 
engaged or employed for a period of an entire day to attend training 
or to serve as an election officer. The person shall not, because of so 
absenting himself, be liable to any penalty. The employer may specify 
the hours during which the employee may absent himself. No person 
shall refuse an employee the privilege hereby conferred, or discharge 
or threaten to discharge an employee or subject an employee to a 
penalty, because of the exercise of the privilege. 
Effective: February 17, 1998 
History: Amended 1998 Ky. Acts ch. 4, sec. 1, effective February 17, 
1998. -- Amended 1990 Ky. Acts ch. 26, sec. 1, effective July 13, 1990; 
and ch. 48, sec. 36, effective July 13, 1990. -- Amended 1988 Ky. Acts 
ch. 341, sec. 35,July 15, 1986. -- Created 1974 Ky. Acts ch. 130, sec. 
99, effective June 21, 1974. 
 

101 KAR 2:102 Section 7. Voting and Election Leave. (1) An 
employee who is eligible and registered to vote shall be allowed, upon 
prior request and approval, four (4) hours, for the purpose of voting. 
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FINDING 05-TC7-37: The Transportation Cabinet Should Adhere To State Law 
Regarding Voting Leave And Follow Up On Possible Violations (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

[Draft below was prepared by Transportation Cabinet] 
 

(2) An election officer shall receive additional leave if the total leave 
for election day does not exceed a regular workday. 

(3) The absence shall not be charged against leave. 

(4) An employee who is permitted or required to work during the 
employee's regular work hours, in lieu of voting leave, shall be 
granted compensatory leave on an hour-for-hour basis for the hours 
during the times the polls are open, up to a maximum of four (4) hours. 

101 KAR 3:015, Section 7. Voting and Election Leave. (1) An 
employee who is eligible and registered to vote shall be allowed, upon 
prior request and approval, four (4) hours, for the purpose of voting. 

(2) An election officer shall receive additional leave if the total leave 
for election day does not exceed a regular workday. 

(3) The absence shall not be charged against leave. 

(4) An employee who is permitted or required to work during the 
employee's regular work hours, in lieu of voting leave, shall be 
granted compensatory leave on an hour-for-hour basis for the hours 
during the times the polls are open, up to a maximum of four (4) hours. 

 
 
 
 
 
 
 
 
 
Auditor Response 
 
The Kentucky Transportation Cabinet should resolve completed OIG reports in a 
timely manner. 

 
I, __________________________________ acknowledge that I have reviewed
the Voting Leave memorandum, Kentucky Revised Statute and Kentucky 
Administrative Regulations pertaining to Voting Leave. 
   _________________________________________ 
    Signature  Date 
____________________ 
    (Last four SS# Digits) 
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Material Weaknesses and/or Material Instances of Noncompliance: 
 

FINDING 05-FAC11-38: The Office Of Financial Management Should Adhere To 
Generally Accepted Accounting Principles  
 
State Organization: Finance and Administration Cabinet 
 
During the audit of the State Investment Pool, we noted the following: 

- The Office of Financial Management (OFM) failed to recognize and communicate 
to Statewide Accounting that $593,372,259 of TRAN Pool investments, which 
had trade dates prior to June 30, would be required to be reported in Kentucky’s 
Comprehensive Annual Financial Report. 

-  OFM incorrectly classified $291,829,711.36 in investments as short-term rather 
than long-term in the confirmation file statewide accounting uses to record and 
report investments and related activity in Kentucky’s CAFR. 

 
Upon notification of these errors, FAC and the OFM corrected these items with a JV and 
a revised confirmation database. 
 
The errors above were caused by the following: 
 
• OFM’s accounting staff’s lack of understanding of Generally Accepted Accounting 

Principles (GAAP) established by the Governmental Account Standards Board 
(GASB) as it relates to the accounting and the reporting of investments and related 
activity. 

• An inadequate review by OFM’s accounting staff of files and other correspondence 
created for statewide accounting by OFM’s investment traders. 

 
If these errors had not been detected, the general fund’s assets and liabilities would have 
been materially misstated in the FY05 CAFR. 
 
GASB Comprehensive Implementation Guide-2004 Questions and Answers, Chapter 6, 
Question 64 states “Investment transactions should be accounted for based on the trade 
date. The trade date is the date on which the transaction occurred and is the date the 
government is exposed to (or released from) the rights and obligations of the ownership 
of the instrument.” 
 
Accountants providing information for financial reporting purposes should have an 
understanding of GAAP and should have a review process sufficient to prevent 
significant errors or omissions. 
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FINDING 05-FAC11-38: The Office Of Financial Management Should Adhere To 
Generally Accepted Accounting Principles (Continued) 
 

Recommendation 
 
We recommend OFM’s accountants implement the following:  
 
Receive training and/or obtain current GASB guidance and become familiar with 
investment-related GAAP.  
 
Review all investment reporting information prepared by the investment traders 
for completeness and conformity with GAAP. 
 
Management’s Response and Corrective Action Plan 
 
The Office of Financial Management respectfully disagrees with the 
recommendations noted above.  The office consulted with Statewide Accounting 
Service and was advised to report investment transactions on a settlement date 
basis and not trade date since MARS does not recognize trade date accounting. 
The referenced transactions regarding the TRAN Pool were accounted for as 
previously advised.  OFM understands that with respect to the TRAN assets and 
liabilities that Statewide Accounting has since reflected this in the balance sheet. 
 
OFM will continue to consult with Statewide Accounting Service concerning the 
GAAP / GASB reporting requirements.  
 
The second item is simply a classification issue based upon a misunderstanding of 
the initial request and has no bearing on the securities or the pools where they 
are held. 
 
Auditor Response 
 
Although Statewide Accounting Service may have advised to report investment 
transactions using the settlement date and not the trade date, since the Office of 
Financial Management's accounting section is responsible for recording and 
reporting investment information in MARS, they should have been aware that 
GAAP requires that transactions be recorded and reported using the trade date. 
We reaffirm the recommendation that OFM’s staff receive appropriate training 
and/or obtain current GASB guidance to comply with investment-related GAAP 
to prevent future material financial statement misstatements. 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 

SECTION 2 – FINANCIAL STATEMENT FINDINGS 
 

181 

FINDING 05-FAC11-38: The Office Of Financial Management Should Adhere To 
Generally Accepted Accounting Principles (Continued) 

 
Auditor Response (Continued) 
 
While OFM may be correct that the misclassification of short-term investments as 
long-term investments did not have any bearing on the securities, pools, or where 
they are held, the misclassification would have distorted the appearance of the 
liquidity of the Commonwealth's investments by causing almost $292 million of 
investments to be reported incorrectly as short-term investments. Therefore, by 
having the accounting section review this information prior to submitting to 
Statewide Accounting, this will hopefully prevent such errors in the future. 
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FINDING 05-FAC12-39: The Finance And Administration Cabinet Should Develop 
Procedures To Ensure Proper Classification And Completeness Of The CAFR Cash 
And Investment Note   
 
State Organization: Finance and Administration Cabinet 
 
The Finance and Administration Cabinet (FAC) Comprehensive Annual Financial 
Reporting (CAFR) Team prepared the note disclosure entitled Cash and Investments 
(Note 5).  The CAFR team uses confirmations, AFR forms, and independent audit reports 
to compile summary sheets for each of the Commonwealth’s component units for the 
disclosure.  The summary sheets for each entity provide cash and investment 
classifications and other information necessary for compiling Note 5 disclosure in 
accordance with the GASB 40 requirements.  In reviewing supporting information for 
each summary sheet, we noted the following problems: 
• Cash and Investments were not properly classified by investment type; 
• Some investment information was excluded from the interest rate risk tables; and 
• Problems occurred with overall compilation of entity information into the final Note 5 

tables. 
 
Classification of Cash and Investment Information in the Note 5 Disclosure 
 
As noted in each prior year audit report since FY 2001, FAC has had classification 
problems concerning investments.  This year, each of the ten (10) summary sheets 
examined had cash or investments incorrectly classified in at least one (1) of the Note 5 
disclosure tables.  For example, $56,339,143 of the University of Kentucky’s common 
and preferred stock was originally classified as commercial paper in the Investments and 
Credit Ratings table.  Paragraph 4 of GASB 40 – Deposit and Investment Risk 
Disclosures states, “Unless otherwise required, investment disclosures should be 
organized by investment type, such as U.S. Treasuries, corporate bonds, or commercial 
paper. Dissimilar investments, such as U.S. Treasury bills and U.S. Treasury strips, 
should not be aggregated into a single investment type.” 
 
Omission of Cash and Investment Information from the Note 5 Disclosure 
 
While reviewing the summary sheets for each entity, we also noted that some of the cash 
and investments were not included in the Cash and Investments by Type (Interest Rate 
Risk) Table. For example, $3,067,070,000 of the Kentucky Employee Retirement 
System’s Securities Lending investments and $7,998,201,686 of the Kentucky Employee 
Teacher Retirement System’s investments were excluded.  Statement of Financial 
Accounting Concepts (SFAC) #2 – Qualitative Characteristics of Accounting Information 
states that financial statement information must be both reliable and relevant for users. 
 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 

SECTION 2 – FINANCIAL STATEMENT FINDINGS 
 

183 

FINDING 05-FAC12-39: The Finance And Administration Cabinet Should Develop 
Procedures To Ensure Proper Classification And Completeness Of The CAFR Cash 
And Investment Note (Continued) 
 
Paragraph 79 of SFAC 2 provides that, “Reliability implies completeness of information 
completeness of information, at least within the bounds of what is material and feasible, 
considering the cost.”  Paragraph 80 of SFAC 2 also states that completeness impacts the 
relevance of information. 
 
Compilation of Cash and Investment Information for the Note 5 Disclosure 
 
We noted several discrepancies during our comparison of the cash and investments 
reported in the summary sheets and the Note 5 disclosure tables.  For example, 1) the 
omission of $1,055,790,840 of securities lending investments and $1,287,800,000 of 
KTRS’ repurchase agreements from table 1, 2) The exclusion of $189,294,988 of KTRS’ 
U.S. Treasury securities and $732,378,811 of securities lending investments from table 3, 
and 3) $1,223,268,858 of KTRS’ U.S. Agencies counted twice in table 4. 
  
These incorrect classifications, omissions, and compilation errors likely resulted from an 
oversight or cell formula errors within the Microsoft Excel worksheets used for the 
overall compilation of Note 5. These errors, if undetected, would have distorted the 
presentation of the Commonwealth’s liquidity, risk, and investment holdings to potential 
users of the financial statements. 
 
Part of an effective internal control system includes ensuring the reliability of financial 
statements.  Since the Note 5 tables are compiled using Microsoft Excel formulas, good 
internal controls dictate that these cell formulas be set up properly to ensure the financial 
statements and related disclosures accurately summarize the supporting data. 
 

Recommendation 
 

Although the CAFR reporting team did a good job with the implementation of 
GASB 40 this year, we recommend Finance consider the following for future 
Note 5 CAFR disclosures: 
 
Classification of Cash and Investment Information in the Note 5 Disclosure 
 
When compiling information for Note 5, we recommend that Finance consider all 
available information (CPA audited financial statements, note disclosures, AFR 
forms, etc.) and ensure that investments are classified correctly by investment 
type.  



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 

SECTION 2 – FINANCIAL STATEMENT FINDINGS 
 

184 

FINDING 05-FAC12-39: The Finance And Administration Cabinet Should Develop 
Procedures To Ensure Proper Classification And Completeness Of The CAFR Cash 
And Investment Note (Continued) 
 

Recommendation (Continued) 
 

Omission of Cash and Investment Information from the Note 5 Disclosure 
 
Prior to compiling cash and investment information, Finance should determine 
what or how much investment information should be reported in each table.  In 
addition, tables containing all cash and/or investments should be reconciled with 
the cash and/or investments presented in the statement of net assets to ensure that 
the disclosure is complete. 
 
Compilation of Cash and Investment Information for the Note 5 Disclosure 
 
Although we recognize that the compilation process and linking of the worksheets 
in Microsoft Excel is a difficult process, Finance should ensure that cell formulas 
are set up properly to ensure that the information disclosed accurately represents 
the information compiled in each entity’s summary sheet.  One-way to provide 
assurance the formulas are accurate would be to have someone manually 
recalculate the table disclosures for accuracy and completeness.   

 
Management’s Response and Corrective Action Plan 
 
The financial reporting team will review the manner in which information is 
gathered from components units and the manner in which it is compiled into the 
notes to assure that all information is included in the correct categories.  
Information will be reviewed to determine that it is complete and agrees with 
audited financial statements.  
 
For FY 2005, we were in the process of implementing a new governmental 
accounting standard (GASB 40), and the preliminary note disclosure given to the 
auditor was incomplete.  This information was furnished with the belief that this 
was the starting point for the audit and the auditor would expect changes, since 
not all of the information had been received from the component units and we 
were still finalizing the classifications and amounts.  In the future we will be sure 
the information is complete before being released for review. 
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FINDING 05-FAC12-39: The Finance And Administration Cabinet Should Develop 
Procedures To Ensure Proper Classification And Completeness Of The CAFR Cash 
And Investment Note (Continued) 
 

Auditor Response  
 
During the audit, we understood that the note disclosure was incomplete and was 
only a starting point. The problems with the note, however, did not relate to the 
implementation of GASB 40 but related to the continuing problem of 
misclassifying investments/investment types.  Likewise, the cell formula errors 
used in the compilation of the note also did not relate to the implementation of 
GASB 40.  Given this, we reaffirm the recommendations noted above. 
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FINDING 05-FAC13-40: The Finance And Administration Cabinet Should Improve 
Audit Documentation Over The Recording Of Year-End Accruals  
 
State Organization: Finance and Administration Cabinet 
 
The Finance and Administration Cabinet (FAC) reporting team prepares year-end 
accruals from the AFR forms received from state agencies.  During our audit of the year-
end accruals, several errors were noted which, if not detected, would have materially 
misstated several funds.  
 

Unemployment Insurance Fund Payables  
 
During our review of the AFR forms submitted by agency for FY 04, we noted that an 
accounts payable accrual was made for agency 538 (Department for Employment 
Services) for $11,937,245 in the Unemployment Insurance Fund (6200).  As a result of 
the recent reorganization, their activity was reported with agency 531 this year; however, 
no accrual was made at year-end in Fund 6200 for this agency.  Apparently, agency 531 
submitted an AFR-70, however the former agency 538 was overlooked during the accrual 
process.  After notification from us, the reporting team found the form and accrued the 
items appropriately. If this error had not been detected, both expenditures and payables 
would have been understated by $14,599,229, which is material for Fund 6200. 
 
Capital Projects Fund Payables 
 
Generally, year-end accruals are recorded from AFR forms submitted by state agencies.  
However, the majority of Capital Projects Fund (Fund 0200) year-end payables (96% this 
year and 72.7% last year) were recorded based upon expenditures for the FAC’s Division 
of Facilities.  This report showed the expenditures made during July 2005, the first month 
of the fiscal year.  Our review of these expenditures revealed a $12,000,000 payment 
made for capital construction on a government facility that was not scheduled to begin 
until the summer of 2006.  FAC incorrectly recorded this material amount as an accounts 
payable.  Upon notification from our office, FAC removed the amount as a year-end 
accrual. We believe there were two reasons that potentially caused this error: 1) the year-
end accrual process for Fund 0200 is different than the procedures followed for all other 
funds and 2) Finance did not review the $12,000,000 expenditure to determine the 
necessity or reasonableness of the year-end accrual.  If APA personnel had not reviewed 
these payments, Fund 0200 expenditures and payables would have been overstated by 
$12,000,000, which is material for Fund 0200. 
 
Federal and Transportation Fund Year-End Accruals 
 
The year-end receivable accrual utilized a process similar to the payable accrual, AFR 
forms were received from agencies and the accrual was made based upon the information 
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FINDING 05-FAC13-40: The Finance And Administration Cabinet Should Improve 
Audit Documentation Over The Recording Of Year-End Accruals (Continued) 
 
Federal and Transportation Fund Year-End Accruals (Continued) 
 
received from state agencies.  Through analytical procedures, we noticed accounts 
receivable balances in agencies 625 and 630 for FY 04 Fund 1100 was $45,282,781 and 
$21,628,265 for agency 625 in Fund 1200, yet were zero for FY 05. An accounts 
receivable accrual was not made for either fund or either agency for FY 05.  Upon 
inquiry from our office, FAC found that the Transportation Cabinet had not submitted an 
AFR-32 for Funds 1100 and Fund 1200.  As a result, adjusting entries of $21,628,265 
and $46,687,108 were made to Fund 1100 and Fund 1200, respectively.  If we had not 
made inquiries into these variances, it is very likely these adjustments would not have 
been made.  Omitting these accruals would have materially understated Fund 1100 
receivables and revenues by $21,628,265 and caused a significant understatement of 
Fund 1200 receivables and revenues/deferred revenues by $46,687,108. 
 
FAC Management should have developed and implemented internal controls over 
financial reporting to provide reasonable assurance that the financial statements fairly 
represent the transactions and events that occurred relating to year-end accruals. 
 

Recommendation 
 
We recommend that Finance maintain a tracking log or perform analytical 
procedures that compare agency accruals by fund and year to ensure the amounts 
recorded are reasonable.  With this comparison, material misstatements such as 
those noted might be more easily detected.  In addition, this review would provide 
greater assurance that the year-end accruals are accurate, complete, and fairly 
stated. 
 
Finance personnel have explained their rationale for the procedures followed 
when accruing the Fund 0200 payables.  Should Finance determine that these 
procedures are adequate for future accruals, we recommend that they review the 
significant accrued expenditures to ensure that they are accurate, reasonable, and 
complete prior to recording the adjustment to prevent future material 
misstatements. 
 
Management’s Response and Corrective Action Plan 
 
The Financial Reporting Team is reviewing and revising our procedures to assure 
that all accruals are appropriately made. 
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Reportable Conditions Relating to Internal Controls and/or Reportable 
Instances of Noncompliance: 

 
FINDING 05-AGR2-41: The Department Of Agriculture Should Develop 
Procedures Over School Site Monitoring To Ensure Compliance With Federal 
Regulations 
 
State Agency: Department of Agriculture 
Federal Program:  CFDA 10.550—Food Donation Program 
Federal Agency: U.S. Department of Agriculture 
Pass-Through Agency: Not Applicable 
Compliance Area: Special Tests and Provisions 
Amount of Questioned Costs: None 
 
The Department of Agriculture distributed $18,322,215 in USDA food commodities to 
Kentucky schools through the Food Donation program during FY2005. The auditor tested 
the agency’s compliance with federal regulations at 7 CFR Part 250 and noted the 
following areas where improvements are needed: 
 
• The Department of Agriculture does not have procedures in place to ensure that 

annual audits are submitted for schools that expend $500,000 or more in total federal 
assistance and corrective action is taken for any deficiencies noted relating to the 
Food Donation program. All Kentucky school districts are required by KRS 156.265 
to have an annual audit, which is submitted to the Department of Education (KDE). 
When received, the audit reports for each school district are made available to other 
interested parties through the KDE website.  While audit reports were obtained for 
several schools, the Department of Agriculture does not have procedures in place to 
ensure that federal requirements are met. 

 
• The Department of Agriculture did not meet the required annual quota by reviewing 

25% of the schools within the year. Based on the information available, USDA food 
commodities were distributed to 1600 schools and 358 schools were monitored. 

 

• There are no written policies and procedures in place over the school monitoring 
review process to ensure compliance with federal requirements and that management 
directives are carried out.  

 
• There is no centralized tracking system in place to ensure that schools are reviewed in 

accordance with federal requirements at 7 CFR Part 250.19. The auditor noted that 
review files are not maintained in a centralized location for easy access.  The auditor 
also noted six (6) sites where either the files were missing or reviews were not 
performed.  
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FINDING 05-AGR2-41: The Department Of Agriculture Should Develop 
Procedures Over School Site Monitoring To Ensure Compliance With Federal 
Regulations (Continued) 
 
OMB Circular A-133, Subpart B, Section .200 (a) states, “Non-Federal entities that 
expend $500,000 or more in a year in Federal awards shall have a single or program-
specific audit conducted for that year…”  
 
OMB Circular A-133, Subpart C, Section .300(e) (f) also states, “the auditee shall ensure 
that the audits required by this part are properly performed and submitted when 
due…follow up and take corrective action on audit findings, including preparation of a 
summary schedule of prior audit findings and a corrective action plan...” 
 
The Code of Federal Regulations at 7 CFR Part 250.19 (i) state, “An on-site review of all 
nutrition programs for the elderly under agreement in accordance with Sec. 250.12(b), at 
least once every four years, with not fewer than 25 percent of these programs being 
reviewed each year. These reviews shall also include on-site reviews of the storage 
facilities of sites receiving donated foods…" 
 
Federal Regulations at 7 CFR Part 250.19 (b) also state, “Each distributing agency shall 
establish review procedures encompassing eligibility, food ordering procedures, storage 
practices, inventory controls, reporting and recordkeeping requirements and compliance 
with nondiscrimination provisions.” 
 
Good internal controls dictate that monitoring activities should be formally documented 
to ensure agency objectives are met and compliance with laws and regulations. 
 

Recommendation 
 
We recommend the Department of Agriculture: 
 

• Develop procedures to ensure compliance with federal audit requirements 
set forth by OMB Circular A-133. 

 
• Perform site-monitoring reviews in accordance with federal regulations at 

7 CFR Part 250.19. 
 

• Develop procedures over the site-monitoring review process to ensure 
compliance with federal regulations at 7 CFR Part 250.19. 

 
• Develop a central tracking system for all school site reviews.  
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FINDING 05-AGR2-41: The Department Of Agriculture Should Develop 
Procedures Over School Site Monitoring To Ensure Compliance With Federal 
Regulations (Continued) 

 
Management Response and Corrective Action Plan 
 
Bullet # 1: 
Policy Memorandum KY-FD-PM-S-06-05 has been mailed to RAs informing them 
that all RAs receiving $500,000 or more in federal assistance is required to have 
a audit conducted each year.   
 
A Schedule of Expenditures of Federal Awards Register has been created to log 
the following information: Entity Code, Name of RA, Auditing Firm, Pass-
Through Entity, CFDA Number, Audit Award Dollar Amount, KDA Award 
Amount, Bonus Dollars, Actual Award, Total Federal Award, $500,000 
Threshold, Audit Report Received, and Noted Discrepancies. 
 
Bullet # 2: 
We agree that we did not meet our required annual quota by reviewing 25% of 
the schools within the year.  We did not have a reviewer in the Western Kentucky 
area until March 15, 2005. Essentially we were covering the entire state of 
Kentucky with 3 reviewers, who did make the necessary arrangements to review 
areas of Western Kentucky, in order to make every effort to meet the 25% 
requirement.  With the review staff position being filled, this requirement will be 
met. 
 
Bullet # 3: 
Each reviewer and the Branch Manager have a copy of the Food Distribution 
Field Staff Manual on their desk.  This manual includes the procedures required 
to conduct reviews for each program and a copy of each form required to be 
completed by the reviewer, as well as a copy of the agreements and forms needed 
by the agency being reviewed. 
 
Bullet # 4: 
An Excel spreadsheet has been created to track all review data, including the 
agency identification number, name of agency, contact person, telephone number, 
date of review, the next scheduled review date and discrepancies, if any. The 
review information will be entered by the administrative branch manager and will 
be accessible to all Food Distribution staff. 
 

 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

191 

FINDING 05-AGR3-42: The Department Of Agriculture Should Monitor The Local 
Agencies And Storage Facilities That Distribute USDA Commodity Foods Under 
The Commodity Supplemental Food Program 
 
State Agency: Department of Agriculture 
Federal Program:  CFDA 10.565—Commodity Supplemental Food Program 
Federal Agency: U.S. Department of Agriculture 
Pass-Through Agency: Not Applicable 
Compliance Area: Subrecipient Monitoring 
Amount of Questioned Costs: None 
 
As part of our testing of the Commodity Supplemental Food Program, we evaluated the 
agency’s compliance with federal regulations at 7 CFR Part 247 and noted the 
Department of Agriculture did not perform on-site reviews at the local agencies and 
storage facilities that distribute food commodities. 
 
The Code of Federal Regulations at 7 CFR Part 247.34 state, “The State agency must 
establish a management review system to ensure that local agencies, subdistributing 
agencies, and other agencies conducting program activities meet program requirements 
and objectives. As part of the system, the State agency must perform an on-site review of 
all local agencies, and of all storage facilities utilized by local agencies, at least once 
every two years.” 
 
Good internal controls dictate that a state agency that administers federal awards 
programs should perform regular site visits at the local agencies and storage facilities to 
review financial and programmatic records and observe operations. The agency’s 
monitoring activities should also include establishing and maintaining a tracking system 
and following-up on any deficiencies noted to ensure agency and program objectives are 
met and compliance with laws and regulations. 
 

Recommendation 
 
We recommend the Department of Agriculture: 
 
• Perform site-monitoring reviews at all local agencies, subdistributing 

agencies, and storage facilities that distribute commodities in accordance with 
federal regulations at 7 CFR Part 247.34. 

 
• Maintain a log of site visits to ensure all local agencies, subdistributing 

agencies, and storage facilities that distribute commodities are monitored in 
accordance with federal regulations. 
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FINDING 05-AGR3-42: The Department Of Agriculture Should Monitor The Local 
Agencies And Storage Facilities That Distribute USDA Commodity Foods Under 
The Commodity Supplemental Food Program (Continued) 

 
Management Response and Corrective Action Plan 
 
Corrective Action to Bullet # 1: 
We have established a review schedule to ensure that all local agencies and 
storage facilities are being monitored on a yearly basis. In addition the Division 
is requiring that all LA conduct a monitoring review of each of subsidiaries or 
contractors each year using the CSFP Monitoring Form-KY-FD-CSFP-01. 
 
These reviews will be kept on file at the LA facility, to be reviewed at the time of 
the yearly review of the LA by Division staff.  Any corrective action required or 
responses to the corrective action on the part of the subsidiaries or contractors 
will be noted during the review and will become a part of the LA review. 
 
Corrective Action to Bullet #2: 
An Excel spreadsheet has been created to track all review data, including the 
agency identification number, name of agency, contact person, telephone number, 
date of review, the next scheduled review date and discrepancies, if any. The 
review information will be entered by the administrative branch manager and will 
be accessible to all Food Distribution staff. 
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FINDING 05-CHFS4-4: The Cabinet For Health And Family Services Should 
Develop Automated Analysis Procedures To Identify High Risk Transactions 
Within Benefit Programs 
 
State Agency: Cabinet For Health And Family Services 
Federal Program:  CFDA 10.561 – State Administrative Matching Grants for Food Stamp  

Program 
CFDA 93.558 – Temporary Assistance for Needy Families 
CFDA 93.778 – Medical Assistance Program 

Federal Agency:  U.S. Department of Agriculture 
U.S. Department of Health and Human Services 

Pass-Through Agency: Not Applicable 
Compliance Area: Activities Allowed/Unallowed, Allowable Costs/Cost Principles, and  

Eligibility 
Amount of Questioned Costs: None 
 
This finding is a reportable condition for internal control over financial reporting and 
internal control over compliance. The entire finding can be found in the financial 
statement findings at 05-CHFS4-4. 
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FINDING 05-CHFS5-5: The Cabinet For Health And Family Services Should 
Review System Edits Related To Program Limitations 
 
State Agency: Cabinet For Health And Family Services 
Federal Program:  CFDA 93.558 – Temporary Assistance for Needy Families 
Federal Agency: U.S. Department of Health and Human Services 
Pass-Through Agency: Not Applicable 
Compliance Area: Activities Allowed/Unallowed, Allowable Costs/Cost Principles, and  

Eligibility 
Amount of Questioned Costs: None 
 
This finding is a reportable condition for internal control over financial reporting and 
internal control over compliance. The entire finding can be found in the financial 
statement findings at 05-CHFS5-5. 
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FINDING 05-CHFS7-7: The Cabinet For Health And Family Services Should 
Obtain A SAS 70 Audit Report For Tier Technologies, Inc 
 
State Agency: Cabinet For Health And Family Services 
Federal Program:  CFDA 93.563 Child Support Enforcement  

CFDA 93.767 State Children’s Insurance Program 
Federal Agency: U.S. Department of Health and Human Services 
Pass-Through Agency: Not Applicable 
Compliance Area: Other  
Amount of Questioned Costs: None 
 
This finding is a reportable condition for internal control over financial reporting and 
internal control over compliance. The entire finding can be found in the financial 
statement findings at 05-CHFS7-7. 
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FINDING 05-CHFS12-43: The Cabinet For Health And Family Services Should 
Follow Documented Policies And Procedures And Maintain Adequate Records To 
Ensure Payments Are Made For Services To Eligible Recipients 
 
State Agency: Cabinet For Health And Family Services 
Federal Program:  CFDA 93.558 – Temporary Assistance For Needy Families 
Federal Agency: U.S. Department of Health and Human Services 
Pass-Through Agency: Not Applicable 
Compliance Area: Activities Allowed/Unallowed and Eligibility 
Amount of Questioned Costs: $29,820 
 
We reviewed 119 TANF cases (43 of the cases were tested for 60 month Lifetime Limit 
compliance) for eligibility from DCBS offices in Anderson, Fayette, Grayson, Jefferson, 
Laurel, Lewis, Montgomery, Pulaski, Scott, Warren, and Woodford counties. Local 
offices failed to produce records to support expenditures and follow procedures outlined 
in Volume III – Kentucky Transitional Assistance Program (K-TAP) and Volume IIIA – 
Kentucky Works Program (KWP) CHFS’ operating manual. 
 
We noted problems in the following areas, which resulted in $29,820 of questioned costs:   
 
Failure to Follow Established Policies and Procedures 

• Two (2) case files contained incorrectly completed WIN-1 forms with no 
evidence that the caseworker had followed up with the client.    

• One (1) case file contained a PA-32 form processed with unused lines not crossed 
out in the “Description of item or service to be provided” section of the form.  

• Seven (7) case files lacked signed PA-219 forms.   
• Three (3) case files lacked signed KW-202 Transitional Assistance Agreement.  
 

Documentation or Forms Missing from Case File 
• One (1) case file did not contain a WIN-1 form to support the WIN payment.   
• One (1) Kinship Care case lacked all documentation required to be sent from 

Protection and Permanency including a KIM-78KC, KC-01, written verification 
the child and caretaker relative eligibility, and any additional documentation 
pertinent in determining eligibility for financial assistance under the Kinship Care 
program.    

• Two (2) case files contained neither a PA-32 form nor and invoice for supportive 
service payments. 

• Four (4) case files lacked identification documentation for KTAP. 
• One (1) case file was transferred between counties and neither county could 

produce documentation to support all payments made to the client.   



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

197 

FINDING 05-CHFS12-43: The Cabinet For Health And Family Services Should 
Follow Documented Policies And Procedures And Maintain Adequate Records To 
Ensure Payments Are Made For Services To Eligible Recipients (Continued) 
 
Documentation or Forms Missing from Case File (Continued) 

• One (1) case did not contain documentation to support college tuition nor 
bookstore purchases. 

 
Missing Case Files  

• One (1) case file could not be located with KWP PA-33 forms to support 
transportation payments. 

• Two (2) case files selected for testing of 60-month lifetime limit could not be 
located.  

 
One (1) case file selected for our testing proved to be fictitious.  The case file had already 
been sent to the Office of Attorney General for investigation and was being prepared for 
indictment prior to our arrival for testing.  The caseworker resigned in March 2005. 
 
Some of these (or similar) items were commented on in the FY 01, FY 02, FY 03, and 
FY 04 audits.  The agency has taken steps to make caseworkers aware of prior year 
findings and provide tips and reminders for processing of eligibility case files.   
 
There are numerous effects of the above weaknesses.  In general, when K-TAP and KWP 
policies and procedures are not adhered to, CHFS cannot be assured that expenditures are 
being made appropriately and K-TAP payments could be made to ineligible individuals.   
 
When TANF case files and records are not maintained or cannot be located, we cannot 
review client information and documentation for TANF eligibility. In addition, if local 
DCBS offices do not maintain adequate case records, the CHFS and the U.S. Department 
of Health and Human Services cannot be assured that benefits are issued to eligible 
recipients.  This could result in the DHHS assessing a penalty against CHFS.  According 
to 45 CFR 262.1(a)(1), the penalty could be for “the amount by which a State misused its 
TANF funds.”  
 
Good internal controls dictate that when caseworkers make expenditures of Federal 
awards, the client’s eligibility determination should be reviewed adequately and 
completely to ensure only eligible participants receive Federal funding.  Good internal 
controls also dictate that program personnel be adequately trained and supervised to 
ensure that Federal monies are expended in accordance with program policies and 
procedures.   
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FINDING 05-CHF12-43: The Cabinet For Health And Family Services Should 
Follow Documented Policies And Procedures And Maintain Adequate Records To 
Ensure Payments Are Made For Services To Eligible Recipients (Continued) 
 
Federal Regulations at 45 CFR 205.60(a) state, “The State agency will maintain or 
supervise the maintenance of records necessary for the proper and efficient operation of 
the plan, including records regarding applications, determination of eligibility, the 
provision of financial assistance…The records will include information concerning the 
date of application and the date and basis of its disposition; facts essential to the 
determination of initial and continuing eligibility (including the individual’s social 
security number, need for, and provision of financial assistance); and the basis for 
discontinuing assistance.” 
 
Federal Regulations at 45 CFR 92.42(b)(1) also state, “…records must be retained for 
three years from the starting date specified in paragraph (c)….” 
 

Recommendation 
 

In general, we recommend K-TAP policies and procedures be adhered to before 
Federal awards are expended.  In addition, CHFS should increase management 
reviews in the local DCBS offices and quality control reviews performed by the 
Quality Control branch in the Office of the Ombudsman.  These reviews should 
include K-TAP applications, recertifications, and payments to ensure they are 
made in accordance with policies and procedures. 
 
The problems in the K-TAP, KWP, and WIN programs were first noted in FY 01 
and continued through FY 05.  Based upon the evidence obtained from the cases 
sampled in various counties, we do not believe they are isolated to a few DCBS 
offices but are indicative of problems occurring statewide.    
 
Case files should be maintained to adequately support applications, eligibility 
determinations, case decisions, and expenditures. CHFS should work with local 
offices to assist them in developing and maintaining an adequate filing system so 
that case files can be tracked and located.  Despite one local county having 
missing case files in the past two audits, we recognize an improvement in the 
maintenance of case files.  CHFS could consider having that local office store 
files in a central location and require caseworkers to sign out and return cases to 
the central filing location periodically.  In addition, CHFS could consider 
assigning someone the responsibility of keeping track of the case files and 
maintaining the central file room so that this control weakness can be corrected.  
When transferring cases the agency should develop procedures to ensure all 
relevant case files are transferred to the new DCBS office. 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

199 

FINDING 05-CHF12-43: The Cabinet For Health And Family Services Should 
Follow Documented Policies And Procedures And Maintain Adequate Records To 
Ensure Payments Are Made For Services To Eligible Recipients (Continued) 
 

Management Response and Corrective Action Plan 
 
The Cabinet for Health and Family Services (CHFS) understand the 
responsibility in ensuring that cases, along with payments, are processed 
accurately and timely.   

 
The Cabinet uses various forms of communication to inform field staff of policies 
and procedures of case management.  The forms of communication utilized are 
Kentucky Works Program (KWP) tips, KAMES news messages, Family Support  
Memorandums (FSM), Operations Manual Updates (OMU) and Operations 
Manual Transmittal Letters (OMTL).  OMUs and OMTLs are distributed to 
inform field staff of new or revised policy and procedures.  OMUs are utilized 
when there is a short-time frame to distribute information.  OMTLs are actual 
revisions to the policy manual.  After OMUs are issued, they are incorporated 
into the policy manual through an OMTL.  FSMs are utilized when a clarification 
of procedures is needed.  KWP tips and KAMES news messages are posted 
directly to KAMES.  KAMES is the Kentucky Automated Management Eligibility 
System.  All field workers use KAMES to determine program eligibility and to 
provide case management.  When a worker logs onto KAMES they are required to 
review all tips and messages before beginning their daily activities.  KWP tips 
provide reminders to field staff of best practices, procedures and policy for case 
managers to utilize in their performance of providing benefits and services to 
clients.  KAMES news messages is also another way to remind field staff of 
proper policy and procedures, inform them of systems problems, etc.  In addition 
to these methods, the CHFS issues policy clarifications to address specific 
problems.  Through program specialists, field staff send up questions to be 
addressed by central office staff.  When policy clarifications address general 
policy, they are issued statewide and attached to the policy manual.   
 
The Cabinet will continue to use these means of communication to express the 
importance that all cases and payments are processed according to policy.  
Additionally, the Cabinet will draft an FSM addressing the specific issues 
identified in this audit and reminding field staff of the importance of following 
proper policies and procedures before issuing payments. 

 
It is recommended the Cabinet increase management review in the local DCBS 
offices and quality control reviews performed by the Quality Control Branch in 
the Office of the Ombudsman.  The original proposal to include K-TAP eligibility 
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FINDING 05-CHFS12-43: The Cabinet For Health And Family Services Should 
Follow Documented Policies And Procedures And Maintain Adequate Records To 
Ensure Payments Are Made For Services To Eligible Recipients (Continued) 
 

Management Response and Corrective Action Plan (Continued) 
 
 in quality control reviews and increase the number of cases to be reviewed was 
denied by the Commissioner for DCBS.  The request was denied due to fiscal 
constraints DCBS was facing.   

 
As of  July 1, 2005, a new Commissioner was appointed to DCBS.  The Division 
of Family Support intends on resubmitting the proposal.  Adding K-TAP eligibility 
to quality control reviews would assist CHFS in avoiding making improper 
payments and avoid further audit exceptions. 

 
In addition to including K-TAP eligibility to quality control reviews, DFS is also 
in the process of modernizing the current case review process to better allow for 
higher-level case reviews.  Currently, each region determines the number of 
TANF cases reviewed each month to ensure eligibility rules have been applied 
appropriately.  This is currently a paper process.  Once this changes to an online, 
electronic process, staff in FSSB will be able to conduct third-level reviews for 
specific eligibility elements (such as the 60-month limit) more timely and 
efficiently.   
 
The Division of Service Regions within DCBS has oversight of local offices 
regarding personnel issues and local office procedures and operations.  The local 
office in question has stated a corrective action plan was fully implemented.  
However, problems seem to have arisen due to turnover and the need to 
redistribute vacant caseloads.  Therefore, a new corrective action plan was 
implemented and additional areas were identified to better secure the tracking of 
case records. 

 
Currently, caseloads are distributed among workers alphabetically.  Active cases 
and inactive cases are maintained in a central filing location.  Only the cases that 
the workers are currently processing are stored in the filing cabinet located in the 
worker’s office.  Two staff and one supervisor are assigned to the central filing 
room.  Currently the caseworker comes to the central filing room to pull their 
case from the files.  The secretarial staff assigned to the central filing room will 
pick up completed cases from the worker’s office at least daily if not twice a day. 
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FINDING 05-CHFS12-43: The Cabinet For Health And Family Services Should 
Follow Documented Policies And Procedures And Maintain Adequate Records To 
Ensure Payments Are Made For Services To Eligible Recipients (Continued) 
 

Management Response and Corrective Action Plan (Continued) 
 
The secretarial staff will then file all cases in the central filing room.  The 
following are recommendations to be implemented at the local office in question 
in order to avoid repeat occurrences of missing case files: 

 
• Access to the central filing room is limited to the assigned secretarial staff 

and their supervisor.  Their role  includes:  pulling and filing case records; 
insuring the case name is legible and listed as last name, first name on the 
folder; and contacting the appropriate supervisor if a case record as not been 
returned within an appropriate timeframe.  

 
• Retrieval of a case record by a caseworker is tracked by the use of “out 

cards.”  When a case leaves the file room an “out card” is completed 
showing the case name, number, date and worker who received the case.  The 
card remains in the file cabinet until the case is returned.  When the case file 
is returned, the file replaces the card and the card is updated with the date of 
return. 

 
• Administrative staff is assigned to each unit for the purpose of picking up 

cases from each caseworker’s office and returning them to the central filing 
room.   

 
• The caseworker and the supervisor will have the final responsibility of the 

case records.   
 

• The SRAA will review issues identified monthly and will work with the 
supervisors for any corrective actions needed. 

 
Missing case files is not acceptable to management within the Cabinet.  The 
Director and Assistant Director of the Division of Service Regions have met with 
the Service Region Administrator and Service Region Administrator Associate of 
that region to implement these strategies in the local office to ensure this does not 
reoccur.  They will be monitoring progress in the local office and will assist 
regional management if any other issues arise.   
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FINDING 05-CHFS12-43: The Cabinet For Health And Family Services Should 
Follow Documented Policies And Procedures And Maintain Adequate Records To 
Ensure Payments Are Made For Services To Eligible Recipients (Continued) 
 

Management Response and Corrective Action Plan (Continued) 
 
The Cabinet continually sends out monthly reminders and policy to field staff 
reminding them the importance of following proper policy and procedures.  The 
Cabinet will continue this effort and research ways to better ensure cases are 
worked properly. 
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FINDING 05-CHFS13-44: The Cabinet For Health And Family Services Should 
Improve Child Support Enforcement Performance To Ensure Children Receive 
Proper Financial Support  
 
State Agency: Cabinet For Health And Family Services 
Federal Program:  CFDA 93.563 – Child Support Enforcement 
Federal Agency: U.S. Department of Health and Human Services 
Pass-Through Agency: Not Applicable 
Compliance Area: Special Tests and Provisions 
Amount of Questioned Costs: None 
 
During testing for the Child Support Enforcement Grant, we found that 21 out of 60 child 
support cases were out of compliance for FY 05.  Some of the 21 cases had multiple 
exceptions.  The exceptions are as follows: 
 

• In eight (8) cases, support orders were not established within the required time 
frames.   In three (3) of these cases, efforts to locate the non-custodial parents 
were not documented. 

• Thirteen cases medical support was ordered but not enforced.  Case file/KASES 
documentation did not show an attempt to obtain medical insurance nor that 
National Medical Support Notices were sent. 

• In five (5) cases, support orders were not being enforced by the county attorney or 
their staff.  In one (1) non public assistance case, there was no application on file.  
The caseworker was actively pursuing the case when services had not been 
requested and established the case file without authorization.   

 
We also looked at 20 cases reviewed by the agency as part of their annual Federal self-
assessment.  In three (3) cases, support documentation on KASES and in county child 
support files did not support the conclusions reached by the agency within their self-
assessment reviews.  These findings indicate cases are not being thoroughly reviewed and 
information is not being correctly documented in KASES. The self-assessment is 
conducted from the KASES system only and if KASES is not up-to-date, caseworkers 
cannot accurately complete the assessment. 
 
When Kentucky’s Child Support Enforcement Agency fails to establish and enforce child 
and medical support in a timely manner it may hinder parents’ ability to support their 
children.  This may cause them to remain dependent on the State of Kentucky for 
financial support and does not provide the resources necessary for families to become 
self-sufficient.   This may cost Kentucky’s Medicaid and TANF programs millions of 
unnecessary dollars. 
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FINDING 05-CHFS13-44: The Cabinet For Health And Family Services Should 
Improve Child Support Enforcement Performance To Ensure Children Receive 
Proper Financial Support (Continued) 
 
The annual Federal self-assessment’s purpose is to give a state the opportunity to assess 
whether it is meeting federal requirements for providing child support services and 
providing the best services possible.  Failing to identify deficiencies during the self-
assessment may allow the contracting office to be non-compliant with child support 
regulations. 
 
According to 45 CFR Section 303 IV-D agencies are required to secure support for 
children from legally liable persons within ninety (90) days of locating the non-custodial 
parent.  This involves the establishment of a legal order requiring the non-custodial 
parent to provide financial and medical insurance support to a dependent child.  
Unsuccessful attempts to serve process must be documented.  The statute also requires 
the case record to be supplemented with all information and documents pertaining to the 
case, as well as all relevant facts, dates, actions taken, contacts made, and results in a 
case.   
 
45 CFR 308.1 requires the Division of Child Support field staff to conduct self-
assessment reviews.  The IV-D agency must ensure the review meets Federal 
requirements and must maintain responsibility for and control of the results produced.  
The reviewers use KASES to conduct the review, therefore KASES must be thoroughly 
documented by the caseworkers. 
 

Recommendation 
 

We recommend CHFS provide more training to its contracting officials to ensure 
all regulations and procedures are followed and required timeframe are met.  If 
health insurance is ordered, the contracting official should verify insurance 
information of the non-custodial parent.  The insurance information should be 
forwarded to the Medicaid agency in cases where the child is a recipient of 
Medicaid.   

 
All actions should be thoroughly and accurately documented in KASES providing 
adequate communication for caseworkers and others involved in working the 
case.  This will make the program more efficient and prevent workers from 
duplicating each other’s efforts. 

 
CHFS should provide training to field staff for conducting self-assessment to 
ensure all compliance criteria are reviewed correctly.  
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FINDING 05-CHFS13-44: The Cabinet For Health And Family Services Should 
Improve Child Support Enforcement Performance To Ensure Children Receive 
Proper Financial Support (Continued) 
 

Management’s Response and Corrective Action Plan 
 
Program staff and training staff have developed a questionnaire to assess the 
contracting official workers’ program knowledge.  The data obtained from the 
questionnaire will be used to identify program areas with the greatest training 
needs to improve performance and accountability.  Medical support enforcement 
continues to be a challenge.  The Division of Child Support (DCS) is working with 
the Department of Medicaid Services (DMS) to improve information sharing 
between the two agencies.  DCS is providing an electronic file to update the 
Medicaid system with insurance information from the Kentucky Automated 
Support Enforcement System (KASES).  This means the contracting official 
worker will no longer be required to provide insurance information to Medicaid 
using manual forms.  The system change request to update KASES with insurance 
information from the Medicaid system has been placed on the priority request list. 
 
We agree with this finding.  A memorandum will be issued to all staff. 
 
Each case is reviewed for 8 criteria.  This means that 160 potential actions were 
reviewed in the 20 cases.  Although we would like to ensure all cases are 
reviewed correctly, we do not believe three (3) actions indicate a major problem.  
In some instances, the worker must make a judgment call as to whether a 
criterion applies to a case.  We do not believe a formal training session will 
provide the worker with additional knowledge or case review skills that will 
ensure sound judgments are made for each criterion in all cases reviewed.  When 
the self assessment reviews are conducted, central office staff will be available to 
assist with questions on the many different case scenarios encountered. 
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FINDING 05-CHFS14-45: The Cabinet For Health And Family Services Did Not 
Adequately Monitor Subrecipients Through The Desk Review Process 
 
State Agency: Cabinet For Health And Family Services 
Federal Program:   CFDA 10.561 State Administrative Matching Grants for Food Stamp  

       Program 
CFDA 93.283 Centers for Disease Control and Prevention- 

Investigations and Technical Assistance 
CFDA 93.558 Temporary Assistance for Needy Families 
CFDA 93.563 Child Support Enforcement 
CFDA 93.568 Low Income Home Energy Assistance Program 
CFDA 93.569 Community Services Block Grant 
CFDA 93.575 Child Care and Development Block Grant 
CFDA 93.596 Child Care Mandatory and Matching Funds of the 

Child Care Block Grant 
Federal Agency: U.S. Department of Health and Human Services 
Pass-Through Agency: Not Applicable 
Compliance Area: Subrecipient Monitoring 
Amount of Questioned Costs: None 
 
During the CHFS FY 05 audit, the auditor tested subrecipient monitoring for 
subrecipients, such as local health departments and county attorneys, related to eight (8) 
major programs.  Amounts provided to all subrecipients under these programs totaled 
$106,133,058. During testing, the auditor noted areas of noncompliance as follows.   
 
• The auditor noted 12 instances where either a desk review was not performed, was 

performed 7+ months past received date, or had not been completed.  Of these 12 
instances, seven (7) audits did not have a desk review provided to the auditor.  One 
(1) instance was noted where a desk review did not have a supervisory review 
signature to indicate the review process had been completed.  The auditor found four 
(4) instances where a desk review was completed by the agency during January 2006, 
7-13 months after receiving the subrecipient’s audit report.  

 
• During the review, the auditor noted 16 instances where a management decision letter 

had not been sent to the CPA for findings noted in the desk review.  The auditor 
found that several desk reviews were in process and not started until January 2006.  

 
• The auditor noted two (2) instances where there was no corrective action plan 

provided in response to the OMB A133 audit findings.  Of these, one (1) was found to 
not have any follow up with the Local Health Department (LHD) and no indication 
that reprimand, in the form of sanctions, was communicated to the LHD. 
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FINDING 05-CHFS14-45: The Cabinet For Health And Family Services Did Not 
Adequately Monitor Subrecipients Through The Desk Review Process (Continued) 
 
• The auditor noted several audits had a significant lag time between audit report date 

and received date that was stamped by the Office of Contract Oversight (OCO)/Office 
of Inspector General (OIG).  Four audits showed 7-13 months time from audit report 
date to the date OCO/OIG actually received the report. 

 
The auditor found little correspondence that indicated follow-up on the status of this 
process and noted a significant lack of communication between the OCO and the OIG.  
The cabinet as a whole lacked proper oversight to ensure all audits required to meet 
federal government subrecipient monitoring compliance requirements were performed.  
There was also no oversight to ensure that each audit received a timely desk review.   
 
Without proper oversight, CHFS cannot ensure subrecipients are expending Federal 
awards for their intended purpose and that these funds are in compliance with OMB 
Circular A133.  This has been a continual problem in past audits that has never been fully 
corrected. Plus, it makes CHFS not in agreement with their own contractual agreement 
provision.  
 
The contract between OIG and OCO required complete desk reviews of audits within 
four (4) months of receipt.  OIG was not in compliance with this contract requirement. 
 
OMB Circular A-133 Subpart D (d) requires the following:  
 

(3) Monitor the activities of subrecipients as necessary to ensure that Federal 
awards are used for authorized purposes in compliance with laws, regulations, and 
the provisions of contracts or grant agreements and that performance goals are 
achieved.  
 
(4) Ensure that subrecipients expending $300,000 ($500,000 for fiscal years 
ending after December 31, 2003) or more in Federal awards during the 
subrecipient's fiscal year have met the audit requirements of this part for that 
fiscal year. 
  
(5) Issue a management decision on audit findings within six months after receipt 
of the subrecipient's audit report and ensure that the subrecipient takes appropriate 
and timely corrective action.  
 

(6) Consider whether subrecipient audits necessitate adjustment of the pass-through 
entity's own records. 
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FINDING 05-CHFS14-45: The Cabinet For Health And Family Services Did Not 
Adequately Monitor Subrecipients Through The Desk Review Process (Continued) 

 
Contract between the OIG and the OCO requires the following in section 2.15.1: 

 
a) Perform Desk Reviews of external audits as mutually agreed upon by both parties 

to ensure compliance with State and Federal laws, regulations, grant agreements, 
and contracts. 

b) Complete the Desk Reviews of audits within four (4) months of receipt from the 
First Party. 

c) Meet the standard 100 percent of the time. 
 
Recommendation 
 
CHFS should: 
 
• Evaluate the subrecipient monitoring process and ensure all subrecipient audit 

reports are reviewed within four (4) months of receipt from the subrecipient 
via desk review and address any findings reported.  

• Implement procedures to ensure subrecipients expending $500,000 in federal 
monies and receiving an OMB Circular A133 audit follow the established 
procedures for following up on these audits.   

• Carefully review the flow of information between OCO/OIG, to ensure no 
facet of the process is overlooked. 

 
Management’s Response and Corrective Action Plan 
 
The Cabinet for Health and Family Services (CHFS) has experienced major 
organizational and staffing changes as a result of the implementation of the 
merger of the former Cabinet for Families and Children and the former Cabinet 
for Health Services.  As a result, some functions and responsibilities for the 
monitoring of subrecipients had been assigned and/or delegated across 
departments and offices.  The intended corrective action plan follow-up, 
documentation processes and related correspondence, then, could not accurately 
meet the designated timelines that had been set out under the previous 
management response that was submitted to the auditors.  
 
As of  February 1, 2006, the Department for Community Based Services (DCBS) 
within the CHFS was formally tasked with developing sets of processes to comply 
with the requirements set out under OMB Circular A-133 audits and the desk 
reviews/monitoring of those audit reports.  As part of this realignment of function, 
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FINDING 05-CHFS14-45: The Cabinet For Health And Family Services Did Not 
Adequately Monitor Subrecipients Through the Desk Review Process (Continued) 

 
Management’s Response and Corrective Action Plan (Continued) 
 
the Department for Community Based Services will be assuring the 
implementation of the March 2005 corrective action plan that had been previously 
submitted to the auditors. DCBS has illustrated their commitment to resolving the 
issues addressed in the past audit findings through the recent hire of a full-time 
staff person who will be dedicated to monitoring subrecipients of federal 
funds/desk reviews. 
 
In order to address the subrecipient monitoring/desk review responsibility in 
other departments within the CHFS, the Office of Contract Oversight recently 
awarded a contract based on competitive solicitation to a private firm to perform  
the required desk review functions in the Department for Public Health, the 
Department for Mental Health/ Mental Retardation Services, and the Division of 
Aging Services. 
 
In response to the APA-identified areas of non-compliance regarding the Local 
Health Departments under the purview of the CHFS Department for Public 
Health: 
The LHDs have met the obligation for the completion, review and monitoring of 
subrecipients of federal funds under OMB Circular A-133, as 55 of the 56  LHDs 
had audits completed, and in addition, all LHDs are required under 902 KAR 
8:165 to have an annual audit even when they do not meet the threshold for 
federal funds ($500,000).  Desk reviews of all are currently being conducted.  It is 
the policy of the DPH to document the receipt of all audit reports, the delivery of 
the audit reports to the desk review contractors, and all correspondence with 
subrecipients (LHDs), CPAs who performed the audits, and desk review 
contractors concerning these audits.  Additionally, DPH monitors by on-site 
reviews, meetings, correspondence, all operations of LHDs including 
expenditures.  DPH requires and documents LHDs’ corrective plans of action for 
deficiencies found by on-site reviews as well as for A-133 audit findings.  Those 
plans are reviewed and deficiencies are monitored during subsequent on-site 
reviews. 
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FINDING 05-CHFS15-46: The Cabinet For Health And Family Services Did Not 
Implement The Corrective Action Plan For Subrecipient Monitoring 
 
State Agency: Cabinet For Health And Family Services 
Federal Program:   CFDA 10.561 State Administrative Matching Grants for Food Stamp  

       Program 
CFDA 93.283 Centers for Disease Control and Prevention- 

Investigations and Technical Assistance 
CFDA 93.558 Temporary Assistance for Needy Families 
CFDA 93.563 Child Support Enforcement 
CFDA 93.568 Low Income Home Energy Assistance Program 
CFDA 93.569 Community Services Block Grant 
CFDA 93.575 Child Care and Development Block Grant 
CFDA 93.596 Child Care Mandatory and Matching Funds of the 
Child Care Block Grant 

Federal Agency: U.S. Department of Health and Human Services 
Pass-Through Agency: Not Applicable 
Compliance Area: Subrecipient Monitoring 
Amount of Questioned Costs: None 
 
CHFS has not implemented its corrective action plan for subrecipient monitoring, 
therefore materially misrepresenting the FY 04 corrective action plan. 
 
In FY 04, we tested CFC’s compliance with subrecipient monitoring provisions of OMB 
Circular A-133 for the Child Support Enforcement and Child Care and Development 
Block Grants. At that time we found several deficiencies that CHFS stated would be 
resolved. However, in FY05, there was no documentation of follow up the corrective 
action plans for Campbell and Warren counties.  There were no FY02 audit reports for 
Pike County Attorney or the Childcare Council of Kentucky. The FY03 audit report 
deficiencies for the Childcare Council of Kentucky were not followed up on by CHFS. 
 
Failing to implement the corrective action plan stated in the FY 04 audit finding results in 
the agency still not complying with OMB Circular A-133 Subrecipient Monitoring 
requirements. 
 
OMB Circular A-133 requires auditors to follow-up on prior audit findings and report, as 
a current year audit finding when the status of the prior year finding is materially 
misrepresented. CHFS did not take the corrective action stated in the FY 04 audit finding, 
nor any other corrective action, so we must conclude the prior year finding is materially 
misstated. 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

211 

FINDING 05-CHFS15-46: The Cabinet For Health And Family Services Did Not 
Implement The Corrective Action Plan For Subrecipient Monitoring (Continued) 
 

Recommendation 
 

We recommend CHFS implement its corrective action plan previously submitted 
to auditors. 
 
Management’s Response and Corrective Action Plan 
 
The Cabinet for Health and Family Services (CHFS) has experienced major 
organizational and staffing changes as a result of the implementation of the 
merger of the former Cabinet for Families and Children and the former Cabinet 
for Health Services.  As a result, some functions and responsibilities for the 
monitoring of subrecipients had been assigned and/or delegated across 
departments and offices.  The intended corrective action plan follow-up, 
documentation processes and related correspondence, then, could not accurately 
meet the designated timelines that had been set out under the previous 
management response that was submitted 
to the auditors.  
 
 As of February 1, 2006, the Department for Community Based Services (DCBS) 
within the CHFS was formally tasked with developing sets of processes to comply 
with the requirements set out under OMB Circular A-133 audits and the desk 
reviews/monitoring of those audit reports.  As part of this realignment of function, 
the Department for Community Based Services will be assuring the 
implementation of the March 2005 corrective action plan that had been previously 
submitted to the auditors. DCBS has illustrated their commitment to resolving the 
issues addressed in the past audit findings through the recent hire of a full-time 
staff person who will be dedicated to monitoring subrecipients of federal 
funds/desk reviews. 
 
In order to address the subrecipient monitoring/desk review responsibility in 
other departments within the CHFS, the Office of Contract Oversight recently 
awarded a contract based on competitive solicitation to a private firm to perform  
the required desk review functions in the Department for Public Health, the 
Department for Mental Health/ Mental Retardation Services, and the Division of 
Aging Services. 
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FINDING 05-CPE2-47: The Council On Postsecondary Education Should Improve 
Subrecipient Monitoring Procedures 
 
State Agency: Council on Postsecondary Education 
Federal Program:  CFDA 84.002 – Adult Education-State Grant Program 
Federal Agency: U.S. Department of Education 
Pass-Through Agency: Not Applicable 
Compliance Area: Subrecipient Monitoring 
Amount of Questioned Costs: None 
 
Section 320 (e) of the Office of Management and Budget (OMB) Circular A-133 requires 
subrecipients to submit to each pass-through entity one (1) copy of the reporting package 
when the schedule of findings and questioned costs disclosed audit findings related to 
federal awards that the pass-through entity provided or when the summary schedule of 
prior audit findings reported the status of any audit findings related to federal wards that 
the pass–through entity provided. When a subrecipient is not required to submit a 
reporting package to a pass-through entity, the subrecipient instead is required to provide 
written notification to the pass-through entity that: 
 

• An audit of the subrecipient was conducted in accordance with OMB Circular A-
133 (including the period covered by the audit and the name, amount, and CFDA 
number of the federal awards provided by the pass-through entity). 

• The schedule of findings and questioned costs disclosed no audit findings related 
to the federal awards that the pass-through entity provided. 

• The summary schedule of prior audit findings did not report on the status of any 
audit findings related to the federal awards that the pass-through entity provided. 

 
A subrecipient may submit a copy of the reporting package to a pass-through entity to 
comply with this notification requirement. 
 
Part 3, Section M of the OMB Circular A-133 Compliance Supplement indicates that 
pass-through entities have the following responsibilities relating to subrecipients: (1) 
ensuring that subrecipients expending $500,000 or more in federal awards during the 
subrecipient’s fiscal year have met the audit requirements of OMB Circular A-133 and 
that the required audits are completed within nine (9) months of the end of the 
subrecipient’s audit period, (2) issuing a management decision on audit findings within 
six (6) months after  
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FINDING 05-CPE2-47: The Council On Postsecondary Education Should Improve 
Subrecipient Monitoring Procedures (Continued) 
 
receipt of the subrecipient’s audit report, and (3) ensuring that the subrecipient takes  
timely and appropriate corrective action on all audit findings. In cases of continued 
inability or unwillingness of a subrecipient to have the required audits, the pass-through 
entity shall take appropriate action using sanctions. 
 
Certain subrecipient reporting packages (or written modifications that the subrecipient in 
not required to submit a reporting package) due to CPE for the year ended June 30, 2004 
were not received. In addition, three (3) of the reports received by CPE were received 
after the March 31, 2005 due date. 
 
Failure to collect the required reporting packages compromises CPE’s ability to properly 
monitor the subrecipient’s administration of federal awards in compliance with laws, 
regulations, and the provisions of contracts or grant agreements and that performance 
goals are achieved. 
 
The procedures in place did not ensure the receipt and/or review of reporting packages. 
 

Recommendation 
 

CPE should implement a tickler system to ensure: (1) that subrecipients 
expending $500,000 or more in federal awards during the subrecipient’s fiscal 
year have met the audit requirements of OMB Circular A-133 and that the 
required audits are completed within nine (9) months of the end of the 
subrecipient’s audit period, (2) that a management decision is issued on audit 
findings with in six months after receipt of the action on all audit findings. In 
cases of continued inability or unwillingness of a subrecipient to submit the 
required reporting packages, CPE should take appropriate action using sanctions. 

 
Management’s Response and Corrective Action Plan 

 
CPE acknowledges that receipt and review of local provider OMB Circular A-
133 audit reports is a required and useful monitoring tool. Correspondingly, that 
requirement is incorporated into the Kentucky Adult Education (KYAE) contracts 
with its subgrantees. 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

214 

FINDING 05-CPE2-47: The Council On Postsecondary Education Should Improve 
Subrecipient Monitoring Procedures (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
Being aware of the additional assistance needed in the area of monitoring, CPE 
recently hired a new associate in the Administrative Services unit. That person 
will help ensure programs are monitored more closely, including timely 
submission of required reports such as those required under OMB Circular A-
133, by developing and maintaining a database of contractual agreements. The 
associate will promptly notify the appropriate staff member of any unmet 
obligations and will also follow up with the subgrantee. In addition, staff will 
develop a method for indicating review and disposition of audit reports that are 
available electronically. 
 
Currentlly, all audit reports received are promptly reviewed for findings and 
signed and dated, indicating compliance with the requirement. A high percentage 
of KYAE contracts are with  Boards of Education that submit the required OMB 
Circular A-133 audit reports to the Kentucky Department of Education (KDE). 
These audit reports are posted the KDE website. By the end of October 2005, 
CPE staff (a) will ensure that all OMB Circular A-133 audits available on the 
website are reviewed and (b) will request any remaining outstanding reports to be 
submitted for review according to contract requirements. 
 
However, it is apparent that the subgrant awards funded via our federal Adult 
Education-State Grant Program (CFDA 84.002) are seldom selected as part of an 
OMB Circular A-133 single audit and offer very little program specific 
information which is useful in monitoring federal adult education funds. For that 
reason, since 2002, KYAE budgets for and procures the services of an 
independent audit firm to perform a comprehensive agreed-upon procedures 
engagement relative to a random sample of its programs. Together, the increased 
monitoring pertaining to the receipt and review of the OMB Circular A-133 audit 
reports from subgrantees, and the agreed-upon procedure engagements, should 
provide a base from which to monitor our federal adult education programs. 
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FINDING 05-DFWR1-48: The Department Of Fish And Wildlife Resources Should 
Develop Procedures Over Cash Drawdowns Within A Reasonable Time Frame 
 
State Agency:  Commerce Cabinet - Department of Fish & Wildlife Resources 
Federal Program:  CFDA 15.605-Sport Fish Restoration 
 CFDA 15.611-Wildlife Restoration 
Federal Agency:  U.S. Department of the Interior 
Pass-Through Agency:  Not Applicable 
Compliance:  Cash Management 
Amounts of Questioned Costs:  None 
 
During our testing of Cash Management internal controls and compliance, we noted that 
internal controls with regards to the timing of requests for federal reimbursements should 
be improved.  The results of our tests noted four (4) instances where the supporting 
expenditures had accumulated over a period of seven (7) months before federal 
reimbursement requests were submitted.  Two (2) instances were noted where the 
supporting expenditures had accumulated for a period of twelve (12) months before 
requests for federal reimbursements were filed.  In addition, one (1) reimbursement 
request included expenditures accumulated over a four-month period. 
 
The failure to request federal reimbursement of program expenditures within a reasonable 
period of time places undue burden on the Department of Fish and Wildlife Resources' 
cash and investments pool, and limits the agency’s cash management and earning 
potential.   
 
Proper internal controls over cash management activities dictate that the request of 
federal reimbursements be performed in a timely manner in order to minimize the burden 
on the agency’s resources. 
 

Recommendation 
 
The Department of Fish and Wildlife Resources should develop written policies 
and procedures related to federal drawdowns.  These procedures should 
specifically address performing drawdowns within a reasonable time frame after 
expenditures are incurred, and incorporate improved supervisory responsibility to 
ensure the draws are accurate and timely.  In addition, staff members and 
supervisors responsible for cash management should be identified by the 
department, and properly trained as needed. 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

216 

FINDING 05-DFWR1-48: The Department Of Fish And Wildlife Resources Should 
Develop Procedures Over Cash Drawdowns Within A Reasonable Time Frame 
(Continued) 
 

Management Response and Corrective Action Plan 
 
The Kentucky Department of Fish and Wildlife Resources agrees with this finding.  
The Department has had a written schedule in place since March 2003 for 
purposes of performing the required federal draw downs each month.  However, 
due to turnover at both the staff and management levels for the Department and 
especially the Administrative Services Division, and the corresponding lack of 
oversight, this schedule was not followed for part of fiscal year 2005.  The staff 
level in Administrative Services has been restored in part over the past six 
months, and as a result, the Department has been able to more effectively adhere 
to the pre-defined schedule for federal draw downs and reimbursements.  The 
Administrative Services Division is also developing additional written policies 
and controls, along with employee training where necessary, to ensure that the 
appropriate level of supervisory oversight and awareness is in place and more 
timely requests of federal reimbursements are performed.  The department 
expects to have the additional written policies and controls in place along with 
any employee training by June 1, 2006.  The agency is also currently working 
closely with the Finance and Administration Cabinet to further enhance the 
federal draw down process by automating this process with the start of FY2007 in 
July. The eventual filling of additional key supervisory positions in the 
Administrative Services division will also support this move toward tighter 
controls.    
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FINDING 05-DFWR2-49: The Department Of Fish And Wildlife Resources Should 
Develop And Implement An Accounting Policy Requiring The Retention Of 
Supporting Documentation For All Cash And Check Receipts  
 
State Agency:   Commerce Cabinet - Department of Fish & Wildlife Resources 
Federal Program:  CFDA 15.605-Sport Fish Restoration 
 CFDA 15.611-Wildlife Restoration 
Federal Agency: U.S. Department of the Interior 
Pass-Through Agency:  Not Applicable 
Compliance: Program Income 
Amounts of Questioned Costs:  None 
 
In our tests of Program Income, we were unable to verify the accuracy and proper 
classification of Program Income for three (3) amounts reported in the MARS Financial 
System because the requested cash transmittals and supporting documentation could not 
be located.  In addition, we noted that the supporting documentation for Duplicate Hunter 
Safety Cards was insufficient.  Twenty-two of the cash transmittals tested did not have 
supporting documentation for amounts recorded and classified as Duplicate Hunter 
Safety Cards.   Although the lack of adequate record keeping and supporting 
documentation are considered internal control weaknesses, the dollar amounts related to 
these were considered immaterial.  We applied alternative testing procedures in order 
substantiate the completeness of reported program income. 
 
Failure to maintain proper supporting documentation prohibits the verification and 
reconciliation of receipt amounts to cash transmittals reported to Treasury.  In addition, 
the failure to maintain adequate supporting receipt documentation calls into question the 
completeness of receipt collections, as well as accuracy of financial reports.    
 
Sound internal controls over the cash handling function require that adequate supporting 
documentation be maintained.  Such supporting documentation is necessary in order to 
ensure the completeness of revenue collections, facilitate the reconciliation of receipts to 
accounting records, and ensure accurate financial reporting. 
 

Recommendation 
 
We recommend the Department of Fish and Wildlife Resources develop and 
implement an accounting policy requiring the retention of supporting 
documentation for all cash and check receipts.  The policy should be clearly 
communicated to all personnel involved in the cash handling process. 
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FINDING 05-DFWR2-49: The Department Of Fish And Wildlife Resources Should 
Develop And Implement An Accounting Policy Requiring The Retention of 
Supporting Documentation For All Cash And Check Receipts (Continued) 

 
Management Response and Corrective Action Plan 
 
The Kentucky Department of Fish and Wildlife Resources agrees with this finding.  
Based on review of past correspondence, the policy governing the retention of 
supporting documentation was revised at some point in fiscal year 2005 to shift 
document retention from the grant/accounting staff and the Administrative 
Services Division to programmatic staff and the other Divisions.  However, based 
on our research during the recent audit, it is apparent that the communication of 
this policy was inadequate for full implementation.  In explanation, programmatic 
staff remained unaware of the necessity to retain applicable documentation. The 
Administrative Services Division is in the process of reviewing and revising 
specific policies governing support documentation retention for all sources of 
revenue (including Kentucky Afield Subscriptions, Hunter Education Cards, 
Licenses and Permits, and Program Income).  As a result of staff retention issues, 
cash management responsibilities periodically shift throughout the Department.  
This has resulted in the identification of the need to provide frequent training and 
re-training to ensure the appropriate handling of receipts and that the associated 
documentation is retained.  It is worth noting that the responsibility of ensuring 
appropriate retention of supporting documentation now lies with the 
Administrative Services Division.  It is the intention of the department to ensure 
that all cash management and documentation requirements are put in writing, 
and accompanied by training for the appropriate employees, and are available 
for review by June 1, 2006.   
 
Excessive staffing changes throughout the Department and Administrative 
Services Division resulted in an inability to accurately and timely reconcile cash 
receipts.  However, in order to allocate the appropriate oversight and controls 
necessary to this function, this agency has taken action to fill an accounts 
receivable position in September 2005 along with other key oversight positions.  
The Department has noted improvements in the agency's performance of this 
function.  The Administrative Services Division is also developing and updating 
written policies, employee training and cross training to maintain a formal 
reconciliation of all revenue receipts to the general ledger system.  This policy 
will also be available for review by no later than June 1, 2006. 
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FINDING 05-DFWR3-50: The Department Of Fish And Wildlife Resources Should 
Continue Efforts To Have The General Assembly Remove KRS 150.150 Language 
From KRS 48.315 
 
State Agency:   Commerce Cabinet - Department of Fish & Wildlife Resources 
Federal Program:  CFDA 15.605-Sport Fish Restoration 
 CFDA 15.611-Wildlife Restoration 
Federal Agency: U.S. Department of the Interior 
Pass-Through Agency:  Not Applicable 
Compliance: Special Tests and Provisions 
Amounts of Questioned Costs:  None 
 
Kentucky Revised Statute (KRS) 48.315 “Transfer of agency, special, and other funds to 
general fund in budget bill” permits the General Assembly to create a budget bill 
allowing for the transfer to the state’s general fund all or part of the Department of Fish 
and Wildlife Restoration’s “Game and fish fund,” as established per KRS 150.150.  As 
such, KRS 48.315 conflicts with the Code of Federal Regulations, Title 50, Part 80, 
Sections 3 and 4 (50 CFR 80), which prohibits the diversion of license fees paid by 
hunters and sport fishermen to purposes other than administration of the fish wildlife 
agency.   
 
The Commonwealth of Kentucky’s violation of 50 CFR 80 may impend future federal 
funding. 50 CFR 80, Section 3 specifies that any state legislation which conflicts with the 
established CFR shall be subject to review by the Secretary; and if found to be 
noncompliant, “the State shall become ineligible.” 
 
50 CFR 80.3 Assent legislation requires the following: 

A State may participate in the benefits of the Act(s) only after it has passed legislation 
which assents to the provisions of the Acts and has passed laws for the conservation 
of fish and wildlife including a prohibition against the diversion of license fees paid 
by hunters and sport fishermen to purposes other than administration of the fish and 
wildlife agency. Subsequent legislation which amends these state laws shall be 
subject to review by the Secretary. If the legislation is found contrary to the assent 
provisions, the State shall become ineligible. 

 
KRS 150.150 Game and fish fund states: 

Except as provided in this chapter, all moneys derived from the sale of licenses or 
from any other source connected with the administration of this chapter shall be 
promptly paid over to the State Treasurer, who shall deposit such moneys in a 
special fund, known as the game and fish fund. The game and fish fund shall be 
used to carry out the purposes of this chapter and any law or regulation for the 
protection of wildlife and for no other purpose. 
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FINDING 05-DFWR3-50: The Department Of Fish And Wildlife Resources Should 
Continue Efforts To Have The General Assembly Remove KRS 150.150 Language 
From KRS 48.315 (Continued) 
 
KRS 48.315 Transfer of agency, special, and other funds to general fund in budget bill 
states,  

(1) The General Assembly may provide in a budget bill for the transfer to the general 
fund all or part of the agency funds, special funds, or other funds established 
under the provisions of  …KRS 150.150… 

 
Recommendation 

 
The Department of Fish and Wildlife Resources should continue its efforts, as 
evidenced by submission of the current Senate Bill 120, to exhort the General 
Assembly’s amendment of KRS 48.315, whereby removing the provision 
established under KRS 150.50.  The General Assembly should be made aware 
that failure to remove KRS 150.50 from inclusion in KRS 48.315 directly violates 
the Code of Federal Regulations, Title 50, Part 80, Sections 3 and 4.  The result of 
which may jeopardize the eligibility for federal funding.   
 
Management Response and Corrective Action Plan 
 
The Department of Fish and Wildlife Resources agrees with this finding.  The 
Department is currently pursuing legislation in the 2006 General Assembly with 
Senate Bill 120 in an attempt to amend KRS 48.315, whereby removing the 
provision established under KRS Chapter 150.  The department has worked 
tirelessly with the 2006 General Assembly to make them aware that failure to 
remove KRS Chapter 150 from inclusion in KRS 48.315 directly violates the Code 
of Federal Regulations, Title 50, Part 80, Sections 3 and 4.  The result of which 
may jeopardize the eligibility for federal funding.  To date, SB 120 has passed the 
Senate 37 to 0 and is currently assigned to the House Appropriations and 
Revenue Committee.  Although the 2006 General Assembly is coming to an end, it 
is the department's hope that SB 120 will pass favorably out of committee and on 
the House Floor during the last full week of session (March 20 to 24). 
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FINDING 05-DMA2-51: The Department Of Military Affairs Should Develop An 
Internal Control System To Comply With OMB Circular A-133 Compliance 
Requirements  
 
State Agency: Department of Military Affairs 
Federal Program:  CFDA 97.004 State Domestic Preparedness Equipment Support 

Program 
Pass-Through Agency:  U.S. Department of Homeland Security 
Compliance:  Subrecipient Monitoring 
Amount of Questioned Costs:  None 
 
As noted in the FY 04 audit, the State Domestic Preparedness Equipment Support 
Program (SDPESP) did not establish the following procedures to ensure compliance with 
the subrecipient monitoring requirements found in OMB Circular A-133, including: 
 
• Establishing a tracking system to determine which subrecipients were required to 

have an A-133 audit prepared which includes all the required components; 
 
• Establishing a monitoring system to determine if subrecipients have established 

adequate internal control procedures over federal awards to ensure federal funds are 
used for authorized purposes in compliance with laws and regulations.  It should be 
noted that after our prior year audit finding, DMA developed a monitoring tool.  This 
monitoring process began on July 1, 2005, covering FY 06, and consists of a three-
page tool, which covers various aspects of internal control and documentation 
examination.  We selected five (5) counties who had received SDPESP funds and 
examined the monitoring process to date.  We found that only two (2) of the counties 
selected had been monitored for SDPESP and of these only the first page of the 
monitoring tool had been utilized.    

 
• Performing desk reviews of A-133 subrecipient audits submitted; 
 
• Resolving audit findings within six (6) months after receipt of the subrecipient audit 

report and ensuring the subrecipient took timely corrective action; 
 
• Reconciling the amount of federal awards reported in subrecipient audits to amounts 

in the MARS accounting system.    
 
DMA did not implement all procedures to ensure subrecipients complied with the audit 
and monitoring requirements of OMB Circular A-133.  DMA did implement OMB 
Circular A-133 Subpart D (d) (1 and 2) during the audit period, which includes 
identifying federal awards made by informing each subrecipient of specific program 
information and advising subrecipients of requirements they have regarding federal laws, 
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FINDING 05-DMA2-51: The Department Of Military Affairs Should Develop An 
Internal Control System To Comply With OMB Circular A-133 Compliance 
Requirements (Continued) 
 
regulations and provisions of contracts or grant agreements; however, no other subparts 
of OMB Circular A-133 Subpart D (d) were implemented for this program. 
 
OMB Circular A-133 Subpart D (d) requires the following:  
 
(3) Monitor the activities of subrecipients as necessary to ensure that Federal awards are 
used for authorized purposes in compliance with laws, regulations and the provisions of 
contracts or grant agreements and that performance goals are achieved.  
 
(4) Ensure that subrecipients expending $300,000 ($500,000 for fiscal years ending after 
December 31, 2003) or more in Federal awards during the subrecipient's fiscal year have 
met the audit requirements of this part for that fiscal year. 
  
(5) Issue a management decision on audit findings within six months after receipt of the 
subrecipient's audit report and ensure that the subrecipient takes appropriate and timely 
corrective action.  
 
(6) Consider whether subrecipient audits necessitate adjustment of the pass-through 
entity's own records.  
 
(7) Require each subrecipient to permit the pass-through entity and auditors to have 
access to the records and financial statements as necessary for the pass-through entity to 
comply with this part.  
  

Recommendation 
 

We recommend that DMA: 
 

• Establish procedures to comply with OMB Circular A-133 Subpart D (d) 
regarding subrecipient monitoring. 

 
• Require the completion of the entire monitoring tool. 
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FINDING 05-DMA2-51: The Department Of Military Affairs Should Develop An 
Internal Control System To Comply With OMB Circular A-133 Compliance 
Requirements (Continued) 

 
Management’s Response and Corrective Action Plan  

 
Management's goal for the internal control process, within the Dept. of Military 
Affairs (DMA), is to obtain reasonable assurance that material misstatements will 
not occur or will be detected in a timely manner.  The department's internal 
control objective for sub-recipient monitoring is to provide reasonable assurance 
that Federal grant award information and compliance requirements are identified 
to sub-recipients, sub-recipient activities are monitored, sub-recipient audit 
findings are resolved, the impact of any sub-recipient noncompliance on the pass-
through entity is evaluated, and sub-recipients obtained required audits and take 
appropriate corrective action on audit findings.  The department's current 
internal control environment, effected by executive management, establishes 
management's full support of ethical, efficient, and effective internal control 
activities and sets a positive tone for correction of identified deficiencies. 
 
Based on the auditor's findings, DMA management has conducted an analysis of 
the overall risk environment currently facing the department and has determined 
that DMA concurs with the auditor’s finding and has developed a corrective 
action plan designed to restore compliance and insure future compliance in the 
Kentucky Division of Emergency Management's State Domestic Preparedness 
Equipment Support Program. 
 
1. Effective immediately, all KyDEM grant programs, to include the State 

Domestic Preparedness Equipment Support Program, shall utilize the grant's 
Master Agreement MARS document to incorporate all federal grant 
regulatory compliance information, to include OMB Circular A-133 audit and 
other requirements, is formally and contractually identified for sub-recipient 
compliance. 

 
2. KyDEM has already issued written internal division policy #133-1, Sub-

Recipient Audits / Monitoring, to establish a divisional monitoring system to 
determine if sub-recipients have established adequate internal control 
procedures over Federal awards to ensure federal funds are used for 
authorized purposes in compliance with laws and regulations. 
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FINDING 05-DMA2-51: The Department Of Military Affairs Should Develop An 
Internal Control System To Comply With OMB Circular A-133 Compliance 
Requirements (Continued) 

 
Management’s Response and Corrective Action Plan (Continued)   

 
3. Each KyDEM section responsible for the dispersion of federal grant funds, to 

include the State Domestic Preparedness Equipment Support Program, shall 
review the audits for their federal program sub-recipients, when received, to 
comply with OMB Circular A-133 and division policy #113-1, or later 
approved version.  A memo record of this review shall be provided to the 
KyDEM Assistant Director for each sub-recipient audit reviewed no later than 
August 31st annually.  When applicable, a management decision on the 
correction / non-correction of a sub-recipient audit finding will be issued the 
KyDEM Assistant Director within six months after the receipt of the sub-
recipient audit report. 

 
4. KyDEM shall perform desk reviews of sub-recipient audit reports and to work 

with the sub-recipients to resolve audit findings within six months after receipt 
of the sub-recipient audit report and ensure the sub-recipient takes timely 
corrective action. 

 
5. At the end of each state fiscal year and upon receipt of sub-recipient audit 

reports for that year, each KyDEM section responsible for the dispersion of 
federal grant funds, to include the State Domestic Preparedness Equipment 
Support Program, shall reconcile the amount of Federal awards reported in 
sub-recipient audits to amounts in the MARS accounting system for the same 
CFDA number and period of time as the sub-recipient's audit and a memo 
record of this reconciliation with supporting MARS financial documents shall 
be provided to the KyDEM Assistant Director no later than August 31st 
annually. 
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FINDING 05-DMA3-52: The Department Of Military Affairs Should Continue To 
Implement The Procedures Established To Fully Comply With OMB A-133 And 
Develop Procedures To Ensure Personnel Complete The Entire Monitoring Tool 
 
State Agency: Department of Military Affairs 
Federal Program:  CFDA 97.036 Public Assistance Program 
Pass-Through Agency:  U.S. Federal Emergency Management Agency 
Compliance:  Subrecipient Monitoring 
Amount of Questioned Costs:  None 
 
The Public Assistance Program did not establish the following procedures to ensure 
compliance with portions of the audit and monitoring requirements found in OMB 
Circular A-133, including: 

• Performing desk review of A-133 subrecipient audits submitted; 

• Resolving audit findings within six (6) months after receipt of the subrecipient audit 
report and ensuring the subrecipient took timely corrective action; 

• Reconciling the amount of federal awards reported in subrecipient audits to amounts 
in the MARS accounting system. 

 
Establishing a monitoring system to determine if subrecipients have established adequate 
internal control procedures over federal awards to ensure federal funds are used for 
authorized purposes in compliance with laws and regulations.  It should be noted that 
after our prior year audit finding, DMA developed a monitoring tool.  This monitoring 
process began on July 1, 2005, covering FY 06, and consists of a three-page tool, which 
covers various aspects of internal control and documentation examination.  We selected 
five (5) counties who had received Public Assistance funds and examined the monitoring 
process to date.  We found that four (4) of the counties selected had been monitored and 
of these, only the first page of the monitoring tool had been utilized.   We also noted that 
various county officials had completed the monitoring tool.  DMA personnel should 
complete the monitoring tool.   DMA did review the results of the monitoring tool and 
issued a memo of results. 
 
Subrecipient monitoring has been a recurring comment for DMA and in response to these 
comments, DMA developed detailed procedures to correct past deficiencies.  Many of the 
items noted in the past have been corrected.  However, for the items noted above, 
incomplete or no corrective action has been implemented. 
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FINDING 05-DMA3-52: The Department Of Military Affairs Should Continue To 
Implement The Procedures Established To Fully Comply With OMB A-133 And 
Develop Procedures To Ensure Personnel Complete The Entire Monitoring Tool 
(Continued) 
 
OMB Circular A-133 Subpart D (d) requires the following:  

 
3. Monitor the activities of subrecipients as necessary to ensure that Federal awards are 

used for authorized purposes in compliance with laws, regulations, and the provisions 
of contracts or grant agreements and that performance goals are achieved.  
 

4. Ensure that subrecipients expending $300,000 ($500,000 for fiscal years ending after 
December 31, 2003) or more in Federal awards during the subrecipient's fiscal year 
have met the audit requirements of this part for that fiscal year. 
 

5. Issue a management decision on audit findings within six (6) months after receipt of 
the subrecipient's audit report and ensure that the subrecipient takes appropriate and 
timely corrective action.  
 

6. Consider whether subrecipient audits necessitate adjustment of the pass-through     
entity's own records. 

 
Recommendation 
 
We recommend DMA: 
 

• Continue to implement the procedures established to fully comply with 
OMB Circular A-133. 

 
• Develop procedures to ensure DMA personnel complete the entire 

monitoring tool. 
 

Management’s Response and Corrective Action Plan 
 

Management's goal for the internal control process, within the Dept. of Military 
Affairs (DMA), is to obtain reasonable assurance that material misstatements will 
not occur or will be detected in a timely manner.  The department's internal 
control objective for sub-recipient monitoring is to provide reasonable assurance 
that Federal grant award information and compliance requirements are identified 
to sub-recipients, sub-recipient activities are monitored, sub-recipient audit 
findings are resolved, the impact of any sub-recipient noncompliance on the pass- 
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FINDING 05-DMA3-52: The Department Of Military Affairs Should Continue To 
Implement The Procedures Established To Fully Comply With OMB A-133 And 
Develop Procedures To Ensure Personnel Complete The Entire Monitoring Tool 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

through entity is evaluated, and sub-recipients obtained required audits and take 
appropriate corrective action on audit findings.  The department's current 
internal control environment, effected by executive management, establishes 
management's full support of ethical, efficient, and effective internal control 
activities and sets a positive tone for correction of identified deficiencies. 

 
Based on the auditor's findings, DMA management has conducted an analysis of 
the overall risk environment currently facing the department and has determined 
that DMA concurs in part with the auditor’s finding and will continue to 
implement its corrective action plan for the Public Assistance disaster grant 
program.  However, DMA feels that the auditor’s may have had some confusion 
between the two different programs identified as lacking proper sub-recipient 
monitoring and these inconsistent statements are detailed below. 
 
There are two separate and distinct programs within DMA that have been 
identified as having inadequate sub-recipient monitoring.  The Public Assistance 
(PA) disaster grant program was the first identified and developed their own 
program for corrective action implementation.  Subsequently, in a follow-on 
audit, the State Domestic Preparedness Equipment Support Program (SDPESP) 
was identified by the auditor’s as also lacking in sub-recipient monitoring and 
this new SDPESP finding was published as a totally separate audit finding from 
the PA program finding.  When the SDPESP finding occurred, the DEM Assistant 
Director for Administrative Support stepped in and designed a sub-recipient 
monitoring program to address the SDPESP grant program and all the other 
federal grant programs CSEPP, WMD, Title III, EMA, HM) but less the PA 
disaster grant program which was allowed to continue utilizing its own corrective 
action program.  However, several of the auditor’s comments in the current PA 
finding seems to have the two corrective action programs mixed up. 
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FINDING 05-DMA3-52: The Department Of Military Affairs Should Continue To 
Implement The Procedures Established To Fully Comply With OMB A-133 And 
Develop Procedures To Ensure Personnel Complete The Entire Monitoring Tool 
(Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

1. In the “Condition” section, bullet four (4), it states that there is a three page-
monitoring tool for the PA grant program.   However,  this “three-page” 
monitoring tool is the one used by the KyDEM Assistant Director for sub-
recipient monitoring in all the other KyEM grant programs (SDPESP, 
CSEPP, WMD, Title III, EMA) but the PA sub-recipient monitoring tool is 
only one page long due to it covering only one grant program. 

 
2. In the “Condition” section, bullet four (4), it states that the PA sub-recipient 

monitoring program began on July 1, 2005.  This is when the KyDEM 
Assistant Director started his sub-recipient monitoring program for all the 
other KyDEM grants except the PA program grants. 

 
Auditor’s Reply  

 
We apparently misunderstood the specific monitoring tools usage and the date the 
monitoring started.  However, these misunderstandings did not affect the overall 
finding that DMA needs to improve their subrecipient monitoring for the Public 
Assistance Program.  Also, allowing those monitored to complete monitoring 
tools themselves essentially negates any usefulness of this process. 

 
DMA did not discuss how they plan to address the remainder of the 
recommendations.  To reiterate, we recommend that DMA: 
 
• Continue to implement the procedures established to fully comply with OMB 

Circular A-133. 
 
• Develop procedures to ensure DMA personnel complete the entire monitoring 

tool. 
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FINDING 05-DMA4-53: The Department Of Military Affairs Should Adhere To 
Policies Instituted For Oversight Of The Installation Management Fund Accounts 
 
State Agency: Department of Military Affairs 
Federal Program:  CFDA 12.401 National Guard Program 
Pass-Through Agency:  U.S. Department of Defense 
Compliance:  Program Income 
Amount of Questioned Costs:  None 
 
Federal regulation NGR 5-1/ANGI 63-101 permits the rental of state-owned, federally 
supported armories provided that the income is used to maintain the armories.  KRS 
36.086 permits the establishment of an armory bank account, referred to as an Installation 
Management Fund, or IMF, to receive rental income and pay maintenance expenses.  The 
federally appointed armory manager is authorized to execute rental contracts and manage 
the IMF.  Apart from vending machine restocking, all expenditures over $50 require prior 
approval from the Director of the Facilities Division.  The Facilities Division also 
oversees the IMF by requiring a monthly report from each armory manager.  This report 
contains a detailed listing of receipts and expenditures, a copy of the bank statement and 
checks, copies of rental agreements, and supporting documentation for all expenditures. 
 
We examined every FY05 monthly report from five (5) armories and noted the following 
problems:  
 
Improper Handling of Receipts 
• The April 2005 monthly report for the Glasgow IMF included a deposit ticket that 

showed the armory manager had received $200 cash back from a $650 check.  This 
was overlooked in the DMA review of the report.  When questioned, he stated that 
the cash was used to pay someone in connection with the armory rental.  DMA 
performed no additional follow up.   

 
Missing Documentation for Expenditures: 
• The Glasgow IMF had 14 expenditures, totaling $834.29, without supporting 

documentation. 
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FINDING 05-DMA4-53: The Department Of Military Affairs Should Adhere To 
Policies Instituted For Oversight Of The Installation Management Fund Accounts 
(Continued) 

 
Missing Contracts: 
• The Glasgow IMF had four (4) deposits, totaling $1,137.70, with no contracts or 

other supporting documentation. 
• The Middlesboro IMF had three (3) deposits, totaling $ 1,777.98, with no contracts or 

other supporting documentation.  
• The Bowling Green armory manager reported the loss of three (3) contracts during 

the moving of his office space. 
 
Failure to Obtain Advance Approval of Expenditures over $50: 
• The Bowling Green armory manager did not request approval for 27 expenditures 

over $50 totaling $3,569.97. 
• The Glasgow armory manager did not request approval for six (6) expenditures over 

$50 totaling $655.05. 
• The Middlesboro armory manager did not request approval for 11 expenditures over 

$50 totaling $1,229.43. 
 
Expenditures for Purposes Other Than Armory Maintenance: 
• The Glasgow IMF purchased $33.97 in office supplies. 
• The Henderson IMF purchased decorations on two (2) occasions totaling $42.00. 
 
Missing Report: 
• Glasgow did not file an IMF report for January 2005, when the armory was between 

managers; however, the file at DMA did contain copies of the January bank statement 
and checks. 

 
Recommendations from the fiscal year 2004 audit for dealing with problems with 
Program Income compliance were delivered near the end of fiscal year 2005.  In response 
DMA adopted improved procedures, but these were not put into effect until FY06 
because of the audit’s timing.  Consequently, testing of FY05 activities revealed 
problems similar to those noted during the FY04 audit.  
 
DMA is a state agency, while armory managers are federally appointed.  This means that 
DMA personnel request cooperation but have limited enforcement power.  Formerly the 
armory manager made all payments to individuals (typically for armory management fees 
or for security and cleanup in connection with armory rentals) directly from the IMF.  As 
one of its new procedures, DMA now processes these payments through MARS.  This 
assures that these payments are appropriately reported on form 1099-MISC to the Internal  
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FINDING 05-DMA4-53: The Department Of Military Affairs Should Adhere To 
Policies Instituted For Oversight Of The Installation Management Fund Accounts 
(Continued) 

 
Revenue Service and the Kentucky Department of Revenue.  Also, because payments are 
contingent upon receipt of the monthly report, this policy encourages full and timely 
reporting.  Program income compliance should improve as a result of this change; 
however, DMA did not implement the new procedure until FY06.  A further 
complicating factor is the high turnover rate among armory managers due to widespread 
deployment of National Guard units.   
 
The Glasgow armory manager took cash from a deposit and failed to document its 
disposition (see “Improper Handling of Receipts” above).  The manager’s subsequent 
submission of documentation supports his statement that the cash paid for a rental 
expense; however, initially he created the appearance of diverting the funds for personal 
use.   
 
Chapter 7-1.a. (1) of federal regulation NGR 5-1/ANGI 63-101 states, in part, “Title 10 
U.S.C. 18236(c) permits States to rent out armories if the State uses the rentals to 
maintain the armory.” 
 
Military Affairs policy DMAR 210-8 Section VI c. states “The Standard Voucher (AGO 
Ky Form 27-2) when used as a receipt record will have supporting documents attached 
(rental, contracts, vending deposits, bank deposits, etc.).  If supporting documentation is 
used in the previous report, reference only is required.” 

Military Affairs policy DMAR 210-8 Section VI d. requires expenditures to have 
supporting documentation. 
 
Military Affairs policy DMAR 210-8 Section III c. requires prior approval for any non-
recurring purchase over $50. 
 
Good internal control procedures require that adequate documentation be submitted to 
allow for the verification of all deposits and expenditures.  They require particularly 
careful documenting of cash transactions, as was not done in the cash-back deposit.  
Also, these procedures would provide for adequate separation of duties and the evidence 
of an arms-length transaction. 
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FINDING 05-DMA4-53: The Department Of Military Affairs Should Adhere To 
Policies Instituted For Oversight Of The Installation Management Fund Accounts 
(Continued) 

 
Recommendation 
 
The Department of Military Affairs should adhere to its newly instituted policies 
for oversight of IMF accounts, which appear adequate to assure compliance with 
program income requirements. 
 
Management’s Response and Corrective Action Plan 

 
Management's goal for the internal control process, within the Dept. of Military 
Affairs (DMA), is to obtain reasonable assurance that material misstatements will 
not occur or will be detected in a timely manner.  The department's internal 
control objective for program income is to provide reasonable assurance that 
federal grant related program income is correctly earned, recorded, and used in 
accordance with the federal grant program requirements.  The department's 
current internal control environment, effected by executive management, 
establishes management's full support of ethical, efficient, and effective internal 
control activities and sets a positive tone for correction of identified deficiencies. 

 
Based on the auditor's findings, DMA management has conducted an analysis of 
the overall risk environment currently facing the department and concurs with the 
auditor’s findings.  DMA will continue to fully implement and communicate DMA 
Regulation 210-8, the department’s revised policy regarding the administration 
and management of IMF accounts, to rectify this audit finding.  By doing so, the 
FYE 2005 audit findings of noncompliance will be rectified promptly and 
efficiently. 
 

 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

233 

FINDING_05-DMA5-54: The Department Of Military Affairs Should Provide The 
USPFO A Written Report Of Unliquidated Claims And Undisbursed Obligations 
Within Ninety Days After The End Of Grants 

 
State Agency: Department of Military Affairs 
Federal Program:  CFDA 12.401 National Guard Program 
Pass-Through Agency:  U.S. Department of Defense 
Compliance:  Period of Availability 
Amount of Questioned Costs:  None 

 
As part of our federal compliance audit, we are required to test for proper grant closeout.  
Out of 15 tested, five (5) grants expended money after the end of the grant period.  The 
Department of Military Affairs (DMA) could not produce, written evidence showing that 
DMA submitted a detailed listing of unliquidated claims, undisbursed obligations, or a 
projected timetable of the liquidation of these claims to the USPFO by December 31st. 
The Commonwealth’s MARS accounting system shows the following expenditures were 
made after this deadline: 
 

PROJECT   EXPENDITURES 
AYSC4                  5,567.72  
AYCM4                15,636.09  
AYGM4              101,000.00  
AYCM2                12,916.00  
AYCM3                27,272.00  

TOTAL              162,391.81  

 
According to the Staff Assistant, DMA discussed the information on these unliquidated 
claims and undisbursed obligations verbally at their quarterly update meetings with the 
USPFO.  The USPFO representatives verbally approved the extensions.  Upon DMA’s 
request, the USPFO provided a letter dated March 2, 2006, stating which grants had been 
granted extensions.  
 
Failing to have written evidence documenting timely communication of the period of 
availability information and obtaining written documentation of the USPFO approval 
could result in expenditures being ineligible for reimbursement. 

 
Section 306(b) and (c) of the Master Agreement governing the National Guard Program 
states, “If unliquidated claims and undisbursed obligations arising from the State’s 
performance of the agreement will remain 90 days or longer after the close of the fiscal 
year, the State shall provide a detailed listing of uncleared obligations and a projected 
timetable for their liquidation and disbursement no later than 31 December…costs 
incurred in a fiscal year which are not disclosed by the State within 90 days of the end of 
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FINDING_05-DMA5-54: The Department Of Military Affairs Should Provide The 
USPFO A Written Report Of Unliquidated Claims And Undisbursed Obligations 
Within Ninety Days After The End Of Grants (Continued) 

 
the fiscal year, except costs associated with unliquidated claims and undisbursed 
obligations arising from the State’s performance of the agreement which the State has 
reported, shall not be eligible for reimbursement by NGB.” 

 
Recommendation 
 
We recommend that DMA provide by 12/31, the USPFO a written report of 
unliquidated claims and undisbursed obligations as well as a timetable for their 
liquidation for all closed grants. Documentation evidencing the USPFO approval 
of these extensions should be maintained. 
 
Management’s Response and Corrective Action Plan 

 
Management's goal for the internal control process, within the Dept. of Military 
Affairs (DMA), is to obtain reasonable assurance that material misstatements will 
not occur or will be detected in a timely manner.  The department's internal 
control objective for period of eligibility is to provide reasonable assurance that 
Federal grant funds are used only during the authorized period of availability.  
The department's current internal control environment, effected by executive 
management, establishes management's full support of ethical, efficient, and 
effective internal control activities and sets a positive tone for correction of 
identified deficiencies. 
 
Based on the auditor's findings, DMA management has conducted an analysis of 
the overall risk environment currently facing the department and has determined 
that DMA does not concur with the auditor's finding due to the incongruent 
extrapolation of federal requirements in excess of the stated standard that occur 
in the auditor’s finding. 
 
FACT 1:  The federal regulatory standard for dealing with un-liquidated 
obligations is stated in Section 306(b) of the Master Cooperative Agreement for 
CFDA 12.401 which states, "If un-liquidated claims and un-disbursed obligations 
arising from the State's performance of the agreement will remain 90 days or 
longer after the close of the fiscal year, the State shall provide a detailed listing of 
un-cleared obligations and a projected timetable for their liquidation and 
disbursement no later than 31 December. The USPFO shall then set an 
appropriate new timetable for the State to submit their final accounting". 
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FINDING_05-DMA5-54: The Department Of Military Affairs Should Provide The 
USPFO A Written Report Of Unliquidated Claims And Undisbursed Obligations 
Within Ninety Days After The End Of Grants (Continued) 

 
Management’s Response and Corrective Action Plan (Continued) 

 
a. In the auditor’s Condition paragraph, Cause/Effect paragraph, and 
Recommendation paragraph, the auditor states that a “written” report of un-
liquidated obligations is required, however, Section 306(b) does not state that the 
detailed listing of un-liquidated obligations must be ‘written’.  The notification 
requirement addressed in Section 306(b) requires that a detailed list of un-
cleared claims be provided to USP&FO and the State meets this requirement 
during federal, grantor required, Quarterly Un-liquated Review meetings for all 
cooperative agreements except Army O&M and Army Environmental agreements 
which are prepared in writing as required by USP&FO. 
 
FACT 2:  DMA fully complies with the Section 306(b) requirement via 
management methodologies required by and conducted by the federal grantor, the 
United States Property and Fiscal Office, as is evidenced by the USP&FO letter 
to the auditors dated March 2, 2006 which states, in part, that “the coordination 
of un-liquidated requirements is conducted in regularly scheduled meetings”.   
 
a.  The grantor required methods includes written lists for the Army Organization 
and Maintenance agreement and the Army Environmental agreement, and 
Quarterly Un-liquidated Budget Review meetings conducted by the federal 
grantor and program managers in direct participation with the state program 
coordinators for all the remaining agreements.  In summary, a copy of the written 
list for the Army O&M agreement and the Army Environmental agreement was 
provided to the auditor by DMA.  The federal grantor also wrote a letter to the 
auditor which identified the fact that the un-liquidated items for the remainder of 
the agreements were identified in meetings conducted by them with the state 
program coordinators. 

 
CONCULSION:  Since the regulatory goal of the Internal Control process is “To 
obtain reasonable assurance that material misstatements will not occur or will be 
detected on a timely basis”, all sub-processes and procedures must be designed 
and function in accordance with this principle.  The primary function of Internal 
Control is to obtain ‘reasonable’ assurance and not ‘absolute’ assurance.  
Absolute assurance is a non-achievable goal unless unlimited resources are 
provided which can be dedicated to a single function.  Since the March 2, 2006 
USP&FO letter states that “the coordination of un-liquidated requirements is 
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FINDING_05-DMA5-54: The Department Of Military Affairs Should Provide The 
USPFO A Written Report Of Unliquidated Claims And Undisbursed Obligations 
Within Ninety Days After The End Of Grants (Continued) 

 
Management’s Response and Corrective Action Plan (Continued) 

 
conducted in regularly scheduled meetings”, the auditor can not claim that all 
amounts found to be expended after 31 December 2005 were improper.  DMA 
believes that, considering all the facts, it is apparent that ‘reasonable assurance’ 
is being provided by the current, federal grantor required management process.  
Furthermore, the auditor’s recommendation that un-liquated obligations be 
provided ‘in writing’ for all cooperative agreements does not necessary reduce 
the risk of misstatement or increase the level of assurance above the Internal 
Control management process that is currently being used.   
 
Also, Internal Control is further defined as a process, effected by an entity’s 
management and other personnel, designed to provide reasonable assurance 
regarding the achievement of (1) effectiveness and efficiency of operations, (2) 
reliability of financial reporting, and (3) compliance with applicable laws and 
regulations (both federal and state).  This auditor’s finding fails to demonstrate 
that the current, federal grantor required management process materially and 
improperly degraded the effectiveness and efficiency of operations, the reliability 
of financial reporting, or was inconsistent with applicable federal or state laws 
and regulations.  In fact, conversely, DMA feels that the current, federal grantor 
required management process materially aids the agency in obtaining reasonable 
assurance that material misstatements will not occur by identifying and 
coordinating un-liquidated transactions in a very timely manner.  In conclusion, 
DMA can find no evidence of an internal control problem in this finding and does 
not concur with the auditor’s findings, conclusion or recommendation. 

 
Auditor’s Reply 
 
Although we agree that section 306(b) does not require written reports to be 
submitted, we believe that a written list of unliquidated claims and undisbursed 
obligations is essential to ensuring and proving that these requirements are met.  
The Cooperative Agreement uses the phrase “the State shall provide a detailed 
listing of uncleared obligations and a project time table for their liquidation and 
disbursement…”.  In order for a “detailed listing” to be presented to the USPFO 
this means that a “detailed listing” of unliquidated claims and undisbursed 
obligations would first have to be prepared by the Agency.  DMA failed to 
provide any listing of unliquidated claims and undisbursed obligations during the 
audit even though this was requested multiple times. 
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FINDING_05-DMA5-54: The Department Of Military Affairs Should Provide The 
USPFO A Written Report Of Unliquidated Claims And Undisbursed Obligations 
Within Ninety Days After The End Of Grants (Continued) 
 

Auditor’s Reply (Continued) 
 
If this detailed listing was prepared and presented to the USPFO, then good 
internal controls dictate that management would maintain this listing to 
demonstrate their compliance with this section of the Cooperative Agreement to 
prevent and protect future expenditures from becoming questioned costs. 
 
DMA management is correct that this weakness did not “materially and 
improperly degrade the effectiveness and efficiency of operations.”  The $162,392 
of costs identified above, however, is significant for DMA and expenditures 
occurring after 12/31 in future years could be for even larger amounts.  Therefore, 
this comment is classified as a Reportable Condition and not a material weakness. 
 
DMA has stated “the current federal grantor required management process 
materially aids the agency in obtaining reasonable assurance that material 
misstatements will not occur by identifying and coordinating un-liquidated 
transactions in a very timely manner.”  We simply recommend that 
documentation of these claims (which are presented to the USPFO) be maintained 
and presented upon request to demonstrate compliance with the cooperative 
agreement. 
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FINDING 05-DMA6-55: The Department Of Military Affairs Should Establish 
Procedures To Ensure SF-269 Quarterly Reports Are Accurate  
 
State Agency: Department of Military Affairs 
Federal Program:  CFDA 97.036 Public Assistance Program 
Pass-Through Agency:  U.S. Emergency Management Agency 
Compliance:  Reporting 
Amount of Questioned Costs:  None 
 
The Department of Military Affairs (DMA) Public Assistance program is required to 
submit quarterly SF-269 Reports. The preparation process involves accounting and 
reporting on several different projects, gathering and analyzing data from MARS reports, 
and making adjustments and corrections as needed. 
 
We tested one (1) of four (4) quarterly SF-269s and found the Public Assistance program 
personnel did not establish effective internal control over accounting, preparing, 
gathering, and analyzing data from MARS. As noted below, DMA miscalculated or 
mistyped the state-share-amount of total outlays on its SF-269 reports and issued the 
reports without detecting the errors: 
 

Disaster # 
State Share amount on 

SF-269 Report 
State Share amount 

from MARS 
Difference 

1320 760,878.48 774,678.77 (13,800.29) 

1407 1,665,401.62 2,997,121.40 (1,331,719.78) 

1454 8,474,979.87 7,030,908.64 1,444,071.23 

1471 1,246,690.08 1,249,690.08 (3,000.00) 
 
Failure to establish effective internal controls relating to the preparation and review of 
financial reports may lead to significant errors.  These errors, if undetected, may lead to 
erroneous assumptions, reimbursements and reports.  Inadequate management review can 
also lead to discrepancies. 
 
44 CFR- Section 13.41 states that  “Grantees will use Standard Form 269 or 269A, 
Financial Status Report, to report the status of funds for all nonconstruction grants and 
for construction grants when required . . .”  
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FINDING 05-DMA6-55: The Department Of Military Affairs Should Establish 
Procedures To Ensure SF-269 Quarterly Reports Are Accurate (Continued) 
 

Recommendation 
 

DMA should prepare detailed written procedures for all required processes.  
These procedures should include instructions on reconciling the report contents to 
MARS and having supervisor review.  The written procedures would also allow 
replacement employees or management to continue performing crucial processes 
in a consistent manner. 
 
Management’s Response and Corrective Action Plan 
 
Management's goal for the internal control process, within the Dept. of Military 
Affairs (DMA), is to obtain reasonable assurance that material misstatements will 
not occur or will be detected in a timely manner.  The department's internal 
control objective for federal grant reporting is to provide reasonable assurance 
that the reports of Federal grant awards submitted to the Federal awarding 
agency or pass-through entity include all activity of the report period, are 
supported by underlying accounting or performance records, and are fairly 
presented in accordance with Federal grant program requirements.  The 
department's current internal control environment, effected by executive 
management, establishes management's full support of ethical, efficient, and 
effective internal control activities and sets a positive tone for correction of 
identified deficiencies. 
 
Based on the auditor's findings, DMA management has conducted an analysis of 
the overall risk environment currently facing the department and has determined 
that we concur with the auditor’s findings. 
 
The 97.036 SF-269 reports for quarters ending 4/1/05-6/30/05 and 7/1/05-9/30/05 
have been corrected and submitted to FEMA for inclusion in their records. 
 
Procedures will be added to the KyEM’s Administrative Policy on How to 
Prepare SF-269 Reports for 97.036 by COB 4/15/06 to include the following 
steps: 

 
�� KyEM’s Administrative Section Supervisor will prepare reports and will 

attach the adding machine tape and copy of the reports used to get the 
amounts. 

�� Reports and attachments will be handed over to Program Manager of 
97.036, to review. 
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FINDING 05-DMA6-55: The Department Of Military Affairs Should Establish 
Procedures To Ensure SF-269 Quarterly Reports Are Accurate (Continued) 
 

Management’s Response and Corrective Action Plan 
 

• Reports and attachments will then go to the Assistant Director of 
Administrative Services, to review and approve before signing. 

• A cover sheet will be developed to go on file with the SF-269 reports to show 
the following: 

• Reports prepared by: ___________________, Administrative Section 
Supervisor 

• Reports reviewed by: __________________, Program Manager 
• Reports reviewed, approved and signed by: _____________________, 

Assistant Director 
 
• All policy changes will be effective beginning with quarter ending 3/31/06. 
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FINDING 05-DMA7-56: The Department Of Military Affairs Should Reimburse 
The Federal Government For Questioned Costs And Request Reimbursement Only 
For Expenditures That Have Adequate Supporting Documentation 

 
State Agency: Department of Military Affairs 
Federal Program:  CFDA 12.401 National Guard Program 
Pass-Through Agency:  U.S. Department of Defense 
Compliance:  Allowable Cost 
Amount of Questioned Costs:  $40,188 
 
While testing a sample of ten (10) PX documents, we tested PX000001780, which 
charged $40,188.00 to the federal government for telecommunication charges that 
allegedly were not paid between 10/1/01-9/30/03. We were informed that the amount 
transferred was determined by conducting a review of all of the telecommunications 
charges that were paid during the above referenced time period.  To verify the accuracy 
of the amount transferred, we extracted a MARS report of the telecommunications 
charges during this period, sorted it by activity code, fiscal year, and fiscal month, and we 
estimate that around 41.4% of the AYCM2 and 46.2% of the AYCM3 charges had 
already been paid (usually in another activity code or were simply overlooked).  In 
addition, while testing E262 telecommunication charges in another section of the audit, 
we came across several bills with (sometimes large) prior month balances.  This would 
indicate that sometimes the monthly invoices are not paid.  Since some of the invoices 
were already paid in another activity code and other invoices were either not paid or 
overlooked (which means that would be paid later) this would suggest that a draw down 
has already occurred or will occur for these expenses.  The transfer of charges on this PX 
document then results in the same expenditure being reimbursed twice. 
 
Our understanding is that the federal funds were charged for the amounts listed above 
because the appropriations were about to expire and the funds would have to be used or 
they would be forfeited. Based upon our review, since we believe many of the telephone 
charges were already paid for in another activity code or were overlooked during the 
agency review and since we believe the majority of the other expenses were paid for 
later, this transfer essentially results in the state receiving reimbursement twice for the 
same expenditure. 
 
Good internal controls dictate that adequate supporting documentation be maintained to 
justify expenditures of federal funds.   In addition, internal controls should be in place to 
prevent double reimbursements for the same expenditure. 
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FINDING 05-DMA7-56: The Department Of Military Affairs Should Reimburse 
The Federal Government For Questioned Costs And Request Reimbursement Only 
For Expenditures That Have Adequate Supporting Documentation (Continued) 
 

Recommendation 
 
We recommend that Military Affairs 1) reimburse the federal government for the 
questioned costs noted above and 2) only request reimbursement for expenses that 
have adequate supporting documentation (such as an invoice).   
 
Management’s Response and Corrective Action Plan 

 
Management's goal for the internal control process, within the Dept. of Military 
Affairs (DMA), is to obtain reasonable assurance that material misstatements will 
not occur or will be detected in a timely manner.  The department's internal 
control objective for allowable cost / cost principles is to provide reasonable 
assurance that Federal grant awards are expended only for allowable activities 
and that the costs of goods and services charged to Federal grant awards are 
allowable and in accordance with the applicable cost principles.  The 
department's current internal control environment, effected by executive 
management, establishes management's full support of ethical, efficient, and 
effective internal control activities and sets a positive tone for correction of 
identified deficiencies. 
 
Based on the auditor's findings, DMA management has conducted an analysis of 
the overall risk environment currently facing the department and has determined 
that, without a list of transaction ID’s from the auditor, DMA cannot verify the 
auditor’s claim that “the same expenditure” was “reimbursed twice”, however, 
neither can DMA refute the claim.  The federal grantor initiated the ‘one-time’ 
questioned transaction based on federal records and source documentation.  The 
auditor did not find the federal source documentation sufficient and questioned 
the federal payment to the state.  DMA will request that the federal grantor 
review this audit finding and provide instructions concerning the questioned cost.  

 
Auditor’s  Response 

 
A list of transaction numbers was not provided to DMA because 1) all of the 
transaction numbers were available in MARS and 2) there were thousands of 
transaction numbers involved.   We did, however, provide DMA with the exact 
procedures used to verify this expenditure for their response and corrective action 
plan. 
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FINDING 05-DMA8-57: The Department Of Military Affairs Should Review 
Employee Approval Authorities  
 
State Agency: Department of Military Affairs 
Federal Program:  CFDA 12.401 National Guard Program 
Pass-Through Agency:  U.S. Department of Defense 
Compliance:  Activities Allowed/Allowable Cost 
Amount of Questioned Costs:  None 
 
While reviewing the document approvals that were applied in MARS for a sample of ten 
(10) PX documents, we noticed that one individual entered and approved three (3) PX 
documents.  No other electronic approvals from agency personnel were applied to the 
document in the accounting system.  We did, however, review the transaction’s 
supporting documentation (in hard copy) and found that other users were aware of and 
approved the transactions.   
 
This particular user is the administrator of MARS for the agency and he acknowledged 
that he has this authority and can correct/re-approve these types of documents since they 
do not result in a disbursement.  Although a disbursement is not made to a vendor, these 
documents essentially transfer money between the state and federal funds. 
 
Since the user is the MARS administrator for the agency, apparently his authority is set 
up in the system to allow him to enter and approve certain types of transactions. Without 
having multiple users involved electronically with a transaction, it is possible that a user 
could enter and approve an unauthorized or inappropriate transaction in MARS, which 
could have many adverse consequences. 
 
Good internal controls dictate that all transactions be properly authorized and that no 
single user has the authority to enter and approve a transaction in the accounting system. 
 

Recommendation 
 
We recommend that the Department of Military Affairs MARS administrator’s 
approval authority be updated so that he can only enter or approve transactions in 
MARS.  In addition, we recommend that Military Affairs review the approval 
authority for employees to ensure that a single user does not have the ability to 
both enter and approve a transaction in MARS.  Finally, we recommend that the 
MARS administrator’s supervisor review all transactions entered and approved 
exclusively by the MARS administrator to ensure the appropriateness and 
necessity of the transactions. 
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FINDING 05-DMA8-57: The Department Of Military Affairs Should Review 
Employee Approval Authorities (Continued) 

 
Management’s Response and Corrective Action Plan 

 
Management's goal for the internal control process, within the Dept. of Military 
Affairs (DMA), is to obtain reasonable assurance that material misstatements will 
not occur or will be detected in a timely manner.  The department's internal 
control objective for allowable cost / cost principles is to provide reasonable 
assurance that Federal grant awards are expended only for allowable activities 
and that the costs of goods and services charged to Federal grant awards are 
allowable and in accordance with the applicable cost principles.  The 
department's current internal control environment, effected by executive 
management, establishes management's full support of ethical, efficient, and 
effective internal control activities and sets a positive tone for correction of 
identified deficiencies. 
 
Based on the auditor's findings, DMA management has conducted an analysis of 
the overall risk environment currently facing the department and has determined 
that DMA does not concur with the auditor's finding due to factual misstatements 
that occur in the auditor’s finding. 
 
1. FACT:  No single MARS user can both create and enter a transaction and 

then approve that same transaction because the basic security within the 
MARS accounting system will not allow this to occur.  FACTUAL 
MISTATEMENT: The auditor states in the Cause and Effect paragraph, in the 
Criteria paragraph and in the Recommendation paragraph of the finding that 
a ‘single user’ can “both enter and approve a transaction in the accounting 
system”.  This is categorically untrue.  

 
a)  EXPLANATION: The fundamental security inherit in the MARS 

accounting system requires at least two MARS users to fully process an 
agency level transaction document (i.e. a MARS transaction requiring a 
document creator and up to three agency levels of approval) or a Finance 
Cabinet level disbursement document (i.e. a  MARS transaction requiring 
a document creator, up to three levels of agency approval, and up to two 
additional FAC or GOPM level approvals).  In accordance with FAC 
MARS security policy, the use of the full agency level approval role is as 
needed by the agency.  The use of all three levels of agency approval is 
restricted by this agency to the agency administer role.  The use of this 
restricted agency level approval function allows for efficient correction of 
agency level documents and their subsequent re-approval without  
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FINDING 05-DMA8-57: The Department Of Military Affairs Should Review 
Employee Approval Authorities (Continued) 

 
Management’s Response and Corrective Action Plan 

 
compromising the basic accounting principle two-person rule or allowing 
incorrect transactions to post into the accounting system necessitating 
subsequent Journal Vouchering to correct the error 

 
 
1. FACT:  MARS PX documents do not transfer money, cash, expenditures, 

allotment or anything else between state funds and federal funds.  FACTUAL 
MISTATEMENT:  The auditor states in the Condition paragraph that the 
MARS PX “documents essentially transfer money between the state and 
federal funds.”  This is categorically untrue.   

 
a.) EXPLANATION:  A MARS PX document is a non-accounting charge that 
does not appear on the General Ledger in MARS.  The PX document is 
generally used to record indirect transactions for a billable project and is 
used to make adjustments.  These adjustments are supported by the source 
documents attached to the PX.  MARS PX documents are not subject to 
budgetary or preceding document controls that govern accounting 
transactions and the data is stored on the extended Project Ledger (PRJBIL) 
but not on the General Ledger (GENLED). 
 
CONCULSION:  Internal Control means a process, effected by an entity’s 
management and other personnel, designed to provide reasonable assurance 
regarding the achievement of (1) effectiveness and efficiency of operations, 
(2) reliability of financial reporting, and (3) compliance with applicable laws 
and regulations (both federal and state).  This auditor’s finding fails to 
demonstrate that the approval ability of the agency’s administrator to provide 
all three levels of agency approval on MARS documents materially and 
improperly affected the effectiveness and efficiency of operations, the 
reliability of financial reporting, or was inconsistent with applicable federal 
or state laws and regulations.  In fact, conversely, DMA feels that this 
function materially aids the agency in obtaining reasonable assurance that 
material misstatements will not occur by detecting and correcting 
transactions in a very timely manner.  In conclusion, DMA can find no proof 
of an internal control problem in this finding and does not concur with the 
auditor’s findings, conclusion or recommendation. 
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FINDING 05-DMA8-57: The Department Of Military Affairs Should Review 
Employee Approval Authorities (Continued) 

 
Auditor’s Reply  

 
1. This control weakness would seem to be a function over form issue.  Although 

MARS security may not allow a single user to enter and approve a transaction 
in MARS, if the agency administrator has the ability to unapprove first level 
entries, make any desired changes (vendor, amount, accounting string, etc.) to 
the document, and then apply all levels of approval without any other agency 
personnel being involved, this essentially has the same effect of only having 
one person involved in the transaction.   

2. Although DMA management is correct that PX documents do not appear on 
the General Ledger table in MARS, this does not mean that they do not have 
an accounting impact.  For the PX documents tested, expenditures were 
“moved” to the project-billing table which resulted in draw downs of federal 
funds for these “charges.”  The net effect of these transactions is that Fund 
1200 expenditures were increased, which resulted in drawdowns of federal 
funds, which does ultimately impact cash and revenues on the general ledger 
table.  

3. The purpose of this finding is not to “demonstrate that the approval ability of 
the agency’s administrator….materially and improperly affected the 
effectiveness and efficiency of operations, the reliability of financial 
reporting, or was inconsistent with applicable federal or state laws and 
regulations.”  This finding is not a material weakness in internal control but is 
a reportable condition, which requires communication to management.  
Although good internal controls dictate that no single user have the ability to 
process a document without other parties being involved (and the agency 
MARS administrator effectively has this ability since he can unapproved 1st 
level approvals, make changes, and apply all remaining approvals for the 
agency), if this authority is essential to DMA operations, the compensating 
control recommended above of having “the MARS administrator’s supervisor 
review all transactions entered and approved exclusively by the MARS 
administrator to ensure the appropriateness and necessity of the transactions” 
periodically would be sufficient.  In addition, since DMA management stated 
above “MARS PX documents are not subject to budgetary or preceding 
document controls that govern accounting transactions” this indicates a 
greater need to have additional parties review these transactions.   
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FINDING 05-DMA8-57: The Department Of Military Affairs Should Review 
Employee Approval Authorities (Continued) 

 
Auditor’s Reply (Continued) 

 
Should management decide that a periodic review of the agency MARS 
administrator’s transactions described above (1st level approvals are removed and 
changes are made) is not necessary, this would indicate a more significant internal 
control environment and monitoring weakness for DMA.   
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FINDING 05-DMA9-58: The Department Of Military Affairs Should Require 
Applicants File Extension Requests Before The Initial Deadlines Recorded On 
Project Worksheets 
 
State Agency: Department of Military Affairs 
Federal Program:  CFDA 97.036 Public Assistance Program 
Pass-Through Agency:  U.S. Federal Emergency Management Agency 
Compliance:  Period of Availability 
Amount of Questioned Costs:  None 
 

DMA did not have procedures in place to monitor subgrantee projects to determine if 
extensions are required.  Federal Emergency Management Agency (FEMA) regulations 
set time limits for completing projects.  FEMA measures these time limits from the 
declaration date of the major disaster or emergency and on the type of work—debris 
clearance - 6 months, emergency work – six (6) months and permanent work - 18 
months.    DMA can grant extensions, with limits similar to above deadlines, in situations 
of extenuating circumstances.  Applicants are required to request extensions from DMA 
according to the Local Disaster Agreement signed between DMA and the applicant.  The 
request for extension should be specified by project and justification should be based on 
circumstances beyond the control of the applicant.  If applicants request time extensions 
beyond the limit of the DMA’s authority, DMA must submit the request to FEMA for 
approval.   

 
DMA tracks subgrantee payments by applicant.  An applicant may have several different 
projects, with varying lengths of time allowed to complete the work.  DMA chooses to 
grant extensions retroactively based upon the close out of applicant projects.  DMA states 
that tracking the close dates on all projects they administer would be a monumental task.  
However, by not tracking these projects and ignoring federal regulations regarding 
extensions DMA puts federal funding for localities in need of assistance in jeopardy.   
 
Applicants should only be reimbursed for costs incurred up to the latest approved 
completion date for a particular project.   As allowed by federal regulations, DMA 
advances funds to applicants upon approval, for small projects.  However, for large 
projects, DMA reimburses as the project progresses, based on periodic requests for funds.  
DMA does not pay administrative costs to the applicant until they close the project. 
 

The Local Disaster Agreement signed by DMA and the subgrantee states “The applicant 
agrees to complete debris clearance or emergency work within six (6) months and 
permanent work within 18 months of the date of the declaration of a major disaster or 
emergency.  Time extensions may be granted on an individual project basis, in 
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FINDING 05-DMA9-58: The Department Of Military Affairs Should Require 
Applicants File Extension Requests Before The Initial Deadlines Recorded On 
Project Worksheets (Continued) 
 

accordance with 44-CFR-206-204.  If an extension request is denied, the Applicant may 
be reimbursed for eligible project costs incurred up to the latest approved completion 
date.  Failure to complete the project will result in the denial for funding for that project. 
If the project goes over the completion date and the applicant fails, to request a time 
extension, funding for this project may be denied.” 

 44 CFR 206-204 (c) states “Time limitations for completion of work-- (1) Deadlines. 
The project completion deadlines shown below are set from the date that a major disaster 
or emergency is declared and apply to all projects approved under State disaster 
assistance grants. Completion Deadlines: Debris clearance—6 months, Emergency 
work—6 months, Permanent work—18 months.” 

 
Recommendation 
 
We recommend DMA: 

 
• Reemphasize the importance of meeting the completion deadlines and 

submitting extension requests when needed. 
 
• Withhold funding to applicants who fail to submit timely extensions as 

required by regulations. 
 

• Develop a procedure for monitoring project completion dates.   
Investigate the feasibility of interfacing with the Federal NEMIS database 
to track projects more accurately. 

 
Management’s Response and Corrective Action Plan 

 

Management's goal for the internal control process, within the Dept. of Military 
Affairs (DMA), is to obtain reasonable assurance that material misstatements will 
not occur or will be detected in a timely manner.  The department's internal 
control objective for period of eligibility is to provide reasonable assurance that 
Federal grant funds are used only during the authorized period of availability.  
The department's current internal control environment, effected by executive 
management, establishes management's full support of ethical, efficient, and 
effective internal control activities and sets a positive tone for correction of 
identified deficiencies. 
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FINDING 05-DMA9-58: The Department Of Military Affairs Should Require 
Applicants File Extension Requests Before The Initial Deadlines Recorded On 
Project Worksheets (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

Based on the auditor's findings, DMA management has conducted an analysis of 
the overall risk environment currently facing the department and has determined 
that DMA does not concur with the auditor’s findings.   
 
Public Assistance eligible applicants (County, City, Government Agency, others) 
are responsible for requesting a time extension on their disaster repair projects 
when project work cannot be completed by the project completion deadline.  But 
very often an extension is granted retroactively due to circumstances beyond their 
control.  These circumstances could be related to the availability of qualified 
contractors or equipment, weather delays, another disaster situation which 
follows the original situation, and administrative delays due to federal grantor 
inspection, audit and payment procedures.  The auditors failed to understand that 
just because a disaster application has not been closed, it does not mean that 
specific repair projects within that application hasn’t been closed for 
reimbursement eligibility purposes per the FEMA project deadlines.  The disaster 
application can still be open awaiting final settlement but does not need an 
extension on the repair projects within that application just because the 
application is still open.  The application could be waiting for a final inspection 
to be completed or something of that nature causing the application not to be 
closed. 

 
However, to re-invigorate the currently existing internal controls, DMA plans on 
providing more emphasis and review on the following: 
 

• Reemphasize to the applicant the importance of meeting the project 
completion deadlines and submitting project extension requests when needed.   
This is already being done in the state and local agreement (when applicant 
briefings are held they are reminded of the project deadlines); it is in the 
Code of Federal Regulations 44 or CFR 44 that is provided to them; it is in 
the Public Assistance Guide FEMA 322 which is also provided to them; it is in 
the Applicant Handbook FEMA 323 which, again, is provided to them; and 
finally we already send out a reminder to each applicant around the 
established project completion dates, etc. 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

251 

FINDING 05-DMA9-58: The Department Of Military Affairs Should Require 
Applicants File Extension Requests Before The Initial Deadlines Recorded On 
Project Worksheets (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 

• Withhold funding to applicants who fail to submit timely project extensions as 
required by regulations.   Per FEMA CFR 44, FEMA 323, and FEMA 322 
funds on small projects are paid upon approval of the project worksheet by 
FEMA.  However, DMA’s current review and final settlement procedures, 
that are already in place, do not allow for payment of project work that has 
unjustifiably exceeded the regulatory project deadlines. 

 
• Review procedures for monitoring project completion dates.  Procedures are 

already in place that are in keeping with DMA’s resource constraints.  
Attached is a copy of an example letter than has been used for many years. 

 
•  Investigate the feasibility of interfacing with the Federal NEMIS database to 

track projects more accurately.  DMA has reviewed this suggestion from the 
auditor and deems it not feasible at this time.   

 
Auditor’s Reply 

 
The management’s response above stated that “The auditors failed to understand 
that just because a disaster application has not been closed, it does not mean that 
specified repair projects within that application hasn’t been closed for 
reimbursement eligibility purposes per the FEMA project deadlines.  The disaster 
application can still be open awaiting final settlement but does not need an 
extension on the repair projects within that application just because the 
application is still open.” 
 
We do understand that an applicant can have several projects, both small and 
large, within a disaster.  However, it is incumbent upon the Department of 
Military Affairs to monitor all projects and ensure that applicants request 
extensions as necessary and as required by federal regulations quoted within the 
body of the finding.  Applicants that do not request extensions timely should not 
be reimbursed the federal funds.    
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FINDING 05-DWI11-59: Information Provided To The Department Of Labor 
Should Agree With State Accounting Data 
 
State Agency: Department For Workforce Investment 
Federal Program:  CFDA 84.048 – Vocational Education Basic Grants to State 
Federal Agency: U.S. Department of Education 
Pass-Through Agency: Not Applicable 
Compliance Area: Reporting and Matching 
Amount of Questioned Costs: None 

 
Department of Workforce Investment is not ensuring the proper amounts are being 
reported to the Federal Government.  When performing compliance testing, we found that 
the amounts were under reported for the state match on the Office of Vocational and 
Adult Education Consolidated Annual Report: Status of Funds Form (final) for KY 2003-
2004.  The under reporting before the allocation was $1,328,488.39, this is more than the 
actual amount reported for the state match.  The incorrect match was then used on the 
reports submitted to the U.S. Department of Labor.  The amount in question is from two-
year-old accounting records that are only available for reporting, since the books are 
closed and the year can no longer have any transaction performed.  Thus there is no way 
the data could not have accurately been determined by the Agency and correctly reported 
to the Federal government.   The submitted report uses accounting information from the 
Kentucky Department of Education, Department for Workforce Investment, and the 
Kentucky Community and Technical College System, the scope of this audit was just the 
Department of Workforce Investment section.  The amount noted above is strictly the 
Department of Workforce Investment’s underage.  
 
DWI should verify the accounting information it places on its Federal reports to reflect 
the true cost of administering said programs. 
 
Good internal controls dictate that financial information provided to external users be 
able to be verified by the accounting records.  OMB A-133 requires that amounts 
reported on Federal reports be traced to audited financial records. 
 
OMB states you should be able to “…trace the amounts reported to accounting records 
that support the audited financial statements and the schedule of expenditures of Federal 
awards and verify agreement or perform alternative procedures to verify the accuracy and 
completeness of the reports and that they agree with the accounting records.” 

�
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FINDING 05-DWI11-59: Information Provided To The Department Of Labor 
Should Agree With State Accounting Data (Continued) 

�
Recommendation 
 
We recommend DWI ensure the information provided to the U.S. Department of 
Labor agrees with financial data in the Commonwealth’s MARS accounting 
system.  We recommend using MARS reports and verifying the numbers prior to 
the submission of the report to the U.S. Department of Labor. 

 
Management’s Response and Corrective Action Plan 
 
The Department for Workforce Investment agrees with the finding and has 
submitted amended reports for those in question. Information used on future 
federal reports will be verified for accuracy before submission. 
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FINDING 05-DWI12-60:The Department Of Workforce Investment Should Ensure 
Adjustments And Corrections Are Entered Within 90 Days After All Funds Have 
Been Expended Or The Period Of Availability Has Expired  
 
State Agency: Department For Workforce Investment 
Federal Program:  CFDA 17.258 – WIA Adult Program 

CFDA 17.259 – WIA Youth Activities 
CFDA 17.260 – WIA Dislocated Workers 

Federal Agency: U.S. Department of Labor 
Pass-Through Agency: Not Applicable 
Compliance Area: Period of Availibility 
Amount of Questioned Costs: $ 565,437 
 
 
We reviewed expenditure documents for Workforce Investment Act grants awarded 
during FY 2002.  The period of availability for grants 27002, 27302, 27402, 27102, and 
27202 expired on June 30, 2004, with an additional 90- day closing period.  This means 
that no expenditures incurred after June 30, 2004 should be paid from these grants, and 
that all closing entries must be made by September 30, 2004. The period of availability 
for grant 25802 expired on September 30, 2004, with an additional 90- day closing 
period.  This means that no expenditures incurred after September 30, 2004 should be 
paid from this grant, and that all closing entries must be made by December 31, 2004. 
During our review, we noted:  
 
• Twenty-two transactions were recorded outside of the closing period for the grants 

listed above, which netted to $565,437.41.   
• Negative expenditure amounts (refunds or corrections) outside the period of 

availability were $113,469.20 
• Seventeen of the twenty- two transactions in question were described in the state’s 

accounting system as: Correct Expenditures, Correct Drawdown Request, Pass Thru, 
or Usage.  These transactions were made to move expenditures from old grants to 
new grants.  These transactions would have not been considered exceptions had they 
been made prior to the end of the 90-day closing period. 

• Three transactions were made outside the period of availability to reimburse Northern 
Kentucky Area Development (LWIA) expenditures that were incurred within the 
period of availability. 
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FINDING 05-DWI12-60: The Department Of Workforce Investment Should Ensure 
Adjustments And Corrections Are Entered Within 90 Days After All Funds Have 
Been Expended Or The Period Of Availability Has Expired (Continued) 
 

The agency is not in compliance with Federal period of availability requirements for 
all twenty- two transactions. 

 
The JVC entries outside the period of availability, which account for $511,766.09 of 
the $565,437.41 in question, have a zero effect on the balance sheet because they are 
used to move funds from one grant to another. 

 
The Part 4 of Compliance Supplement for WIA states, “Funds allotted to a State for 
any program year are available for expenditure by the State during the program year 
and the two succeeding program years. . ..” 

 
Good internal controls dictate OET ensure the LWIAs are meeting period of 
availability requirements.  

 
Also, good internal controls dictate that adequate supporting documentation be 
maintained for accounting transactions and procedures exist to track accounting 
adjustments that result in changes to the final report submitted to DOL. 

 
An excerpt from the instructions for completing the Financial Status Reports state:  

 
“Recipient has 90 days after all funds have been expended or the period of availability 
has expired to liquidate the accruals recorded during the period of performance." 
 

Recommendation 
 
We recommend that OET: 
 
• Implement procedures to ensure that their accounting system has internal 

controls to prevent corrections and adjustments to be made 90 days after the 
closing period. 

 
• Implement a grant monitoring system to ensure management is aware when 

grant-closing dates are approaching. 
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FINDING 05-DWI12-60: The Department Of Workforce Investment Should Ensure 
Adjustments And Corrections Are Entered Within 90 Days After All Funds Have 
Been Expended Or The Period Of Availability Has Expired (Continued) 

  
Management’s Response and Corrective Action Plan 

 
The Office of Employment and Training (OET) agrees with the finding and will 
implement procedures to ensure that their accounting system has internal controls 
to prevent corrections and adjustments to be made 90 days after the closing 
period. The internal controls will involve a process where OET will provide 
notification to its management and staff of the Department for Workforce 
Investment, Office of Budget and Administration that certain grants have reached 
their expiration date (usually June 30th of a given year) and that all transactions 
related to the expired grants must be posted within 90 days of the expiration date. 
No transactions should be allowed to post to these grants after that date. OET 
will also determine if the MARS system currently has edits in place to prevent 
transactions from being posted after the 90-day date without an "override code". 
If these edits are in place, OET will stress the importance of maintaining these 
edits with the Office of Budget and Administration who is in charge of managing 
the MARS system for OET's WIA grants. 
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FINDING 05-DWI13-61: The Office Of Employment And Training Should Improve 
The Policy And Procedure Manual For The Financial Reporting Process And 
Implement A Policy For Secondary Review Of Financial Status Reports 
 
State Agency: Department For Workforce Investment 
Federal Program:  CFDA 17.258 – WIA Adult Program 

CFDA 17.259 – WIA Youth Activities 
CFDA 17.260 – WIA Dislocated Workers 

Federal Agency: U.S. Department of Labor 
Pass-Through Agency: Not Applicable 
Compliance Area: Reporting 
Amount of Questioned Costs: None 
 
During our review of internal controls over Reporting for the Workforce Investment Act, 
administered by the Office of Employment and Training (OET), we noted the following: 
 

• The same employee is responsible for both preparing and submitting the quarterly 
financial reports.  No other employees review the data prior to or after 
submission. 

 
Errors could occur in the calculations used in the Quarterly Financial Status Reports 
submitted to the federal government and go unnoticed resulting in non- compliance with 
reporting requirements and the potential for penalties assessed by the federal government. 
 
Proper internal controls dictate that accurate and reliable reports be submitted to the 
federal government.  
 

Recommendation 
 
A second employee review and verify all data used to prepare and submit the 
Quarterly Financial Status Reports. The reviewer should sign off on the 
documentation reviewed as evidence of the review. 

 
Management’s Response and Corrective Action Plan  

 
The Office of Employment and Training (OET) agrees with the finding and will 
develop and implement procedures for management to review the documentation 
used to prepare the WIA Quarterly reports and sign off on the draft reports after 
staff have loaded the information into the electronic filing system. Management 
will also be responsible for the "Check and Certify" function in the system prior 
to affixing the PIN number (electronic signature) to the reports for submission to 
the USDOL. 
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FINDING 05-DWI14-62: The Department Of Workforce Investment Materially 
Misrepresented Its Corrective Action Plan To Agree And Reconcile Drawdowns  
 
State Agency: Department For Workforce Investment 
Federal Program:  CFDA 17.258 – WIA Adult Program 

CFDA 17.259 – WIA Youth Activities 
CFDA 17.260 – WIA Dislocated Workers 

Federal Agency: U.S. Department of Labor 
Pass-Through Agency: Not Applicable 
Compliance Area: Reporting 
Amount of Questioned Costs: None 
 
During our review of internal controls over Reporting for the Workforce Investment Act, 
administered by the Office of Employment and Training (OET), we noted the following: 
 
DWI has not implemented its corrective action plan to reconcile drawdowns posted to 
6500-0050 to expenditures reported on the LWIA reports in total at the time the grant is 
closed out. 
 
In FY04, we tested DWI’s internal controls over compliance with reporting provisions of 
OMB Circular A-133 for the Workforce Investment Act grant.  At the time we 
documented weaknesses in internal controls over review of LWIA reports and MARS not 
reconciling properly, DWI stated that the draw downs posted to 6500- 0050 by grant in 
MARS should be reconciled on a quarterly basis to the expenditures reported on the 
summary of expenditures report and agree in total at the time the grant is closed out.  
However, in FY05 there was no documentation of LWIA reports and MARS reconciling 
properly. 
 
Failing to implement the corrective action plan stated in the FY04 finding results in the 
agency still not complying with internal controls over compliance with the reporting 
provisions of OMB Circular A-133. 
 
OMB Circular A-133 requires auditors to follow- up on prior audit findings, and to issue 
another finding when the statement on the prior year finding is materially misrepresented. 
 

Recommendation 
 
We recommend DWI implement its corrective action plan previously submitted to 
auditors. 
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FINDING 05-DWI14-62: The Department Of Workforce Investment Materially 
Misrepresented Its Corrective Action Plan To Agree And Reconcile Drawdowns 
(Continued) 

 
Management’s Response and Corrective Action Plan 
 
In response to this finding in the Initial Determination issued by the US Department of 
Labor on December 14, 2005, OET prepared a Journal Voucher to adjust the LWIA 
expenses reported at June 30, 2004 to those recorded in MARS for the LWIAs. The LWIA 
expenses reported for the PY2001 and FY2002 grants that were closed on September 30, 
2004 were based on amounts recorded in MARS for the LWIAs, therefore adjustment of 
these grants was not necessary. A copy of the JV can be made available upon request to 
document that corrective action has been taken to resolve the finding. 
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FINDING 05-DWI15-63: The Department Of Workforce Investment Materially 
Misrepresented Its Corrective Action Plan To Perform A Secondary Review Of 
Financial Status Reports 

 
State Agency: Department For Workforce Investment 
Federal Program:  CFDA 17.258 – WIA Adult Program 

CFDA 17.259 – WIA Youth Activities 
CFDA 17.260 – WIA Dislocated Workers 

Federal Agency: U.S. Department of Labor 
Pass-Through Agency: Not Applicable 
Compliance Area: Reporting 
Amount of Questioned Costs: None 
 
During our review of internal controls over Reporting for the Workforce Investment Act, 
administered by the Office of Employment and Training (OET), we noted the following: 
 
• DWI has not implemented its corrective action plan to perform a secondary review of 

financial status reports, therefore misrepresenting the FY04 corrective action plan. 
 
• In FY04, we tested DWI’s internal controls over compliance with reporting 

provisions of OMB Circular A-133 for the Workforce Investment Act grant.  At the 
time we documented weaknesses in internal controls over review of financial status 
reports, DWI stated that these issues would be resolved.  However, in FY05 there was 
no documentation of financial status reports receiving a second review. 

 
Failing to implement the corrective action plan stated in the FY04 finding results in the 
agency still not complying with internal controls over compliance with the reporting 
provisions of OMB Circular A-133. 
 
OMB Circular A-133 requires auditors to follow- up on prior audit findings, and to issue 
another finding when the statement on the prior year finding is materially misrepresented. 
 

Recommendation 
 

We recommend DWI implement its corrective action plan previously submitted to 
auditors. 
 

��
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FINDING 05-DWI15-63: The Department For Workforce Investment Materially 
Misrepresented Its Corrective Action Plan To Perform A Secondary Review Of 
Financial Status Reports (Continued)�

 
Management’s Response and Corrective Action Plan 

 
The Office of Employment and Training (OET) agrees with the finding in that 
corrective action planned for the prior year's finding was not taken. OET will 
implement procedures for management to review the documentation used 
toprepare the WIA Quarterly reports for FYE June 30, 2004 and sign off on the 
completed reports if they are in agreement with the amounts reported. If 
management disagrees with the amounts reported, OET will revise the reports 
and resubmit them using the procedures outlined in our response to the first  
finding reported in the FYE June 30, 2005 audit. 
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FINDING 05-JUST2-64:  The Justice Cabinet Should Have A Documented Method 
In Place For Allocating Indirect Charges To Their Grant Programs 
 
State Agency: Justice Cabinet - Office of the Secretary 
Federal Program: CFDA 16.575--Crime Victim Assistance 
 CFDA 16.579--Byrne Formula Grant Program 
 CFDA 16.588--Violence Against Women Formula Grants 
Federal Agency: U.S. Department of Justice - Office of Justice Programs 
Pass-Through Agency: Not Applicable 
Compliance: Allowable Costs/Cost Principles 
Amount of Questioned Costs: $372,757 
 
Indirect costs are those costs that benefit common activities and, therefore, cannot be 
readily assigned to a specific direct cost objective or project.  Since the FY 2002 audit, 
we have questioned the indirect costs charged to the above listed federal grants because 
there was not an approved indirect cost allocation plan as required by the Financial 
Guide.   
 
During the 2005 fiscal year, Grants Management Branch (GMB) submitted an indirect 
cost allocation plan.  The US Department of Justice (USDOJ) Office of Justice Programs 
reviewed the proposal and determined that GMB was not required to have an approved 
indirect cost allocation plan.   
 
In order to resolve this matter, we contacted the USDOJ twice and reviewed 
correspondence in this matter.  Although USDOJ determined that the minimal indirect 
costs charged to the grant did not require a formal indirect cost plan, Federal guidelines 
still require documentation of expenditures and a method of allocating those charges to 
the grant other than those charges directly allocable to the grant. 
 
In the absence of an approved indirect cost rate, the GMB should have a documented 
methodology in place for allocating indirect charges to their grant programs.  As the 
auditor has documented since FY 2002, there is not a formal method for allocating 
indirect costs among the grants administered by GMB. Therefore, we question all 
administrative costs charged to the three (3) grants audited in FY 2005, $80,830. 
 
As auditors found in the FY 2004, the Justice Cabinet allocated FY 2005 payroll 
expenditures to the grants indirectly using percentages determined in a time study from 
several years ago, which could not be documented.  We do not question that GMB 
employees have worked directly on the grant; rather, the method used to allocate their 
expenses to the various grants.  Their allocation�method is indirect because it was not��
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FINDING 05-JUST2-64:  The Justice Cabinet Should Have A Documented Method 
In Place For Allocating Indirect Charges To Their Grant Programs (Continued) 

 
based on actual time or effort reports (i.e., timesheet).   Therefore, we question all salary 
and related charges to each of the three (3) grants audited for FY 2005, $291,927. Indirect 
expenses and payroll, which were charged to the grants without a documented basis of 
allocation, are not allowable expenditures. 

According to the US Department of Justice Financial Guide Chapter 7, Allowable Costs, 
the salaries of employees working directly with grant programs is allowable.  “Where 
salaries apply to execution of two or more grant programs, cost activities, project periods, 
and/or overlapping periods, proration of costs to each activity must be made based on 
time and/or effort reports. In cases where two or more grants constitute one identified 
activity or program, salary charges to one grant may be allowable after written 
permission is obtained from the awarding agency. Salary supplements, including 
severance provisions and other benefits with non-Federal funds, are prohibited without 
approval of the awarding agency. (Refer to OMB Circular A-87, Attachment B, OMB 
Circular A-122, or OMB Circular A-21).” 

Allowable costs are those costs identified in the circulars and in the grant program's 
authorizing legislation. In addition, costs must be reasonable, allocable, necessary to the 
project, and comply with the funding statute requirements.  
 
The A-133 Compliance Supplement Part 3 states that allowable costs must be allocable to 
the Federal award it is charged.  “A cost is allocable to a particular cost objective (e.g., a 
specific function, program, project, department, or the like) if the goods or services 
involved are charged or assigned to such cost objective in accordance with relative 
benefits received.” 
 

Recommendation 
 

We recommend that the Justice Cabinet GMB begin the process of documenting 
their methodology for charging indirect expenditures such as rent and utilities 
among the various grants that they administer.  They should also make 
arrangements with the US Department of Justice to repay the $372,757 in 
questioned costs for fiscal year 2005. 
 
During FY 2005, GMB personnel worked on new procedures for documenting 
employee hours worked on grants in order to directly charge their actual hours 
worked on each grant accordingly.  This plan was implemented in July 2005 and 
was not in place during FY 2005. 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

264 

FINDING 05-JUST2-64:  The Justice Cabinet Should Have A Documented Method 
In Place For Allocating Indirect Charges To Their Grant Programs (Continued) 

 
Recommendation (Continued) 
 
We commend GMB for the development of their system for documenting payroll 
expenditures.  While not in place for the 2005 fiscal year, this new system was in 
place within three (3) months after the completion of the 2004 fiscal year audit.  

 
Management’s Response and Corrective Action Plan 
 
Although documentation of previous facilities costs allocations was lacking, GMB 
was charged a proportional cost of the Cabinet’s space and utilities costs that 
was based on established Finance and Administration Cabinet rates and assigned 
square footage.  These costs were subsequently distributed among the grants 
reviewed, and others.  In FY2005, GMB was officed in an enclosed space, unused 
by other Cabinet staff or functions, so all charges reflected GMB use only.   
 
In its continuing efforts to improve documentation and operations, the Justice and 
Public Safety Cabinet and GMB had already made plans to revise its facilities 
costs allocations prior to the receipt of this finding.  Similar to the time study, an 
assessment will be undertaken to establish current allocable costs, and will be 
applied to all FY 2006 and future costs.  The methodology will be appropriately 
documented.  We are still awaiting guidance from our cognizant federal agency, 
U.S. Department of Justice, on prior years’ (FY2003 and 2004) indirect audit cost 
findings, and will follow their directives as previously stated for all affected years. 
 
Auditor’s Reply 
 
We encourage the Justice Cabinet to follow through with their plans to document 
their method of allocating indirect costs for FY 2006 and future years and follow 
U.S. Department of Justice Guidance regarding indirect cost.  However, the 
Justice Cabinet has not documented their method for allocating indirect charges 
among grants in FY 2003, 2004, or 2005.  Without this documentation we are not 
able to determine if charges were allocated in agreement with federal 
requirements.  Therefore, we continue to question these costs. 
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FINDING 05-JUST3-65:  The Justice Cabinet Should Implement Procedures To 
Ensure Consistent Enforcement And Documentation Of Subrecipient Monitoring 
Requirements 
 
State Agency: Justice Cabinet - Office of the Secretary 
Federal Program: CFDA 16.575--Crime Victim Assistance 
 CFDA 16.579--Byrne Formula Grant Program 
 CFDA 16.588--Violence Against Women Formula Grants 
Federal Agency: U.S. Department of Justice - Office of Justice Programs 
Pass-Through Agency: Not Applicable 
Compliance: Subrecipient Monitoring 
Amount of Questioned Costs: None 
 
Grants Management Branch (GMB) policies require subrecipients of federal grants they 
administer to submit quarterly financial reports 15 days after the end of the quarter.  
GMB has not enforced this requirement; testing of subrecipient financial reports indicates 
that reports were consistently submitted late and in some cases not at all for subrecipients 
of the three (3) grant programs listed above.  Furthermore, there was no consistent 
enforcement or documentation of the subrecipient reporting requirements. 
 
While testing subrecipient files of the BYRNE grant, we found that subrecipient financial 
reports had not been submitted timely nor was their any evidence that GMB had reviewed 
or approved the payments to the following grantees:  Office of Drug Control Policy 
($51,795), Kentucky Parole Board ($217,856), and Kentucky State Police ($1,210,614).  
These grantees are all within the Justice and Public Safety Cabinet and participate in 
MARS project billing.  Each had received reimbursement for their expenditures without 
review. 
 
For the VAWA grant, GMB did not consistently document their determination of the 
subrecipient’s requirement to obtain an A-133 audit, or their review of required A-133 
subrecipient audits and/or audit findings.   
 
During FY 2005, GMB did not perform sufficient monitoring activities or document that 
subrecipients were using federal awards in compliance with the applicable laws, 
regulations, and the provisions of grant agreements.  Subrecipients could be in 
noncompliance with federal requirements and grant funds could be spent erroneously 
when monitoring is not performed adequately or timely. 
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FINDING 05-JUST3-65:  The Justice Cabinet Should Implement Procedures To 
Ensure Consistent Enforcement And Documentation Of Subrecipient Monitoring 
Requirements (Continued) 
 
Office of Justice Programs Financial Management Guide, Chapter 19: AUDIT OF 
SUBRECIPIENTS states: 
 

“When subawards are made to another organization or organizations, the 
recipient shall require that subrecipients comply with the audit 
requirements set forth in this chapter. Recipients are responsible for 
ensuring that subrecipient audit reports are received and for resolving any 
audit findings. Known or suspected violations of any law encountered 
during audits, including fraud, theft, embezzlement, forgery, or other 
serious irregularities, must be communicated to the recipient. For 
subrecipients who are not required to have an audit as stipulated in OMB 
Circular A-133, the recipient is still responsible for monitoring the 
subrecipients' activities to provide reasonable assurance that the 
subrecipient administered Federal awards in compliance with Federal 
requirements.” 

 
OMB Circular A-133  (d) “Pass-through entity responsibilities. A pass-through entity 
shall perform the following for the Federal awards it makes:   
 
(3) Monitor the activities of subrecipients as necessary to ensure that Federal awards are 
used for authorized purposes in compliance with laws, regulations, and the provisions of 
contracts or grant agreements and that performance goals are achieved.  
 
(4) Ensure that subrecipients expending $300,000 ($500,000 for fiscal years ending after 
December 31, 2003) or more in Federal awards during the subrecipient's fiscal year have 
met the audit requirements of this part for that fiscal year.”  
 

Recommendation 
 

We recommend that GMB implement procedures for monitoring the timely 
submission of subrecipient financial and programmatic reports.   
 
We also recommend that GMB update procedures to ensure consistent 
enforcement and documentation of A-133 audit requirements for all subrecipients. 

 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

267 

FINDING 05-JUST3-65:  The Justice Cabinet Should Implement Procedures To 
Ensure Consistent Enforcement And Documentation Of Subrecipient Monitoring 
Requirements (Continued) 
 

Management’s Response and Corrective Action Plan 
 
The Justice and Public Safety Cabinet substantially agrees with the finding and 
has completed, or will institute, steps to resolve the issues identified.  Due to the 
volume of total transactions, KSP was allowed to establish Byrne grants as 
“participating” in MARS; however, quarterly financial reports were required�and 
reviewed, with necessary adjustments made upon completion of review.  This 
reimbursement method will no longer be available to state agency subgrantees as 
Byrne funds are replaced with Justice Assistance Grant funds.  JAG subgrants 
were set up to require reimbursement upon approval, rather than automatically  
with subsequent review, due to the upfront receipt of funds from U.S. Department 
of Justice, rather than the traditional drawdown method previously used. 
 
Byrne grants managed by the Office of the Secretary are also “participating” in 
MARS and required to report financial information on a quarterly basis.  
Deficiency notices were sent to the Office of the Secretary for missing financial 
reports; unfortunately, due to staffing limitations, grant reports were not 
completed (and, therefore, reviewed), until the grant close out.  The Office of the 
Secretary will strive to improve reporting in the future, and Grants Management 
Branch will assist in this process whenever possible. 
 
Regarding A-133 certification of 2004 VAWA applications, the certification page 
was erroneously left out of mailed hardcopy grant applications. It has been 
included in prior and subsequent years for all grant applications for federal funds 
issued by Grants Management Branch and will continue to be.  It should be noted 
that 29 of 34 VAWA grant applications received during the 2004 application cycle 
were for continuation projects.  Fiscal staff, therefore, was already well 
acquainted with the majority of applicants’ source and scope of funds and prior 
years’ A-133 status.  Additionally, all grant applications received included audits 
(as recorded in GMB’s database) and these were reviewed for A-133 status, 
findings, and related issues. 
 
 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

268 

FINDING 05-JUST4-66:  The Justice Cabinet Should Agree Federal Expenditure 
Reports To MARS 
 
State Agency: Justice Cabinet - Office of the Secretary 
Federal Program: CFDA 16.575--Crime Victim Assistance 
 CFDA 16.579--Byrne Formula Grant Program 
 CFDA 16.588--Violence Against Women Formula Grants 
Federal Agency: U.S. Department of Justice - Office of Justice Programs 
Pass-Through Agency: Not Applicable 
Compliance: Reporting 
Amount of Questioned Costs: None 
 
During fiscal year 2005, Grants Management Branch (GMB) closed out their 2001 
VOCA and 1999 VAWA awards.  Auditors reviewed the closeout SF-269 reports 
submitted for these closed grants and found that for the 2001 VOCA-5TA01 grant, 
federal expenditures reported did not reconcile to Kentucky’s accounting system, MARS 
(Management Administrative Reporting System).  GMB reported $5,248,034 of 
expenditures in their final FS-269 and received reimbursement for this amount.  
However, actual MARS expenditures for the grant were $5,273,000, a difference of 
$24,966. Since the grant had been closed when this error was discovered, Kentucky has 
lost $25,000 in Federal reimbursement. 
 
Auditors also reviewed all SF-269 reports filed for the quarter ended March 31, 2005 for 
all 16 open grants for VAWA, VOCA and BYRNE.   

• Auditors were able to agree cumulative federal expenditures reported on the SF-
269 reports to MARS for only four (4) grants. 

• There is no documentation of the supervisor’s review of the SF-269 reports. 
 
Additionally, project-billing errors did not allow expenditures from certain grant projects 
to be included in calculations used to determine federal drawdowns.  As a result, 
Kentucky had not been reimbursed for $1.9 million dollars of federal expenditures at the 
end of the 2005 fiscal year.  These funds were received in FY 2006 when the project 
billing errors were corrected. 
 
Errors in federal reporting were the result of accounting entry errors made over the past 
several years when GMB did not have adequate controls over accounting entries to 
prevent improper coding of accounting entries.  These errors have been corrected but 
were not detected prior to the close of the VAWA 1999 and VOCA 2001 grants during 
fiscal year 2005. 
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FINDING 05-JUST4-66:  The Justice Cabinet Should Agree Federal Expenditure 
Reports To MARS (Continued) 
 
Billing errors resulted from changes made to the project billing tables in MARS, which 
caused expenditures to not be included in drawdowns.  This problem was exacerbated by 
the failure of GMB to compare or review expenditure and revenue reports, which would 
have made GMB aware of the problem  
 
According to the U.S. Department of Justice Financial Guide, Chapter 11: Reporting 
Requirements, “These reports will contain the actual expenditures and unliquidated 
obligations as incurred (at the lowest funding level) for the reporting period (calendar 
quarter) and cumulative for the award. The award recipients will report program outlays 
and revenue on a cash or accrual basis in accordance with their accounting system.” 
 

Recommendation: 
 

GMB has already implemented changes to resolve problems that led to the 
reporting and billing errors.   
• A new grant accountant has been hired with duties including the approval and 

review of grant expenditures and federal reporting.   
• New procedures have been implemented for the payment of subrecipients to 

prevent coding of expenditures to the wrong grant year. 
• Grant expenditures are reviewed prior to initiating the drawdowns to ensure 

that all eligible expenditures have been accrued for the draw. 
• The grant accountant is continuing the process of correcting errors to the 

grants with the goal of having all errors corrected by the end of the 2006 fiscal 
year and the implementation of the state’s new accounting system. 

 
We recommend that GMB continue with the process of documenting and 
correcting past accounting entry errors.  This should include a review of 
drawdown activity to ensure that all available federal funds have been drawn 
down. 
 
Federal reports should be corrected so that federal expenditures reported agree to 
federal expenditures as recorded in MARS. 
 
Management’s Response and Corrective Action Plan 
 
GMB will continue current documentation practices and corrections efforts.  In 
addition, the Branch Manager will formally sign-off on SF269 forms in the future. 
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FINDING 05-JUST5-67:  The Justice Cabinet Should Not Supplant State Funds 
With Federal Funds 
 
State Agency: Justice Cabinet - Office of the Secretary 
Federal Program: CFDA 16.579--Byrne Formula Grant Program 
Federal Agency: U.S. Department of Justice - Office of Justice Programs 
Pass-Through Agency: Not Applicable 
Compliance: Allowable Costs/Cost Principles 
Amount of Questioned Costs: $34,435 
 
Supplanting means to deliberately reduce State or local funds because of the existence of 
Federal funds. For example, when State funds are appropriated (expended) for a stated 
purpose and Federal funds are awarded for that same purpose, the State replaces its State 
funds with Federal funds, thereby reducing the total amount available for the stated 
purpose.   
 
The Office of Drug Control Policy (ODCP) was created within the Justice and Public 
Safety Cabinet during the 2005 Fiscal Year as a result of the recommendations of the 
Lieutenant Governor’s Drug Control Assessment Summit as contained in their final 
report issued August 24, 2004.  As a part of the realignment the Kentucky Agency for 
Substance Abuse Policy (KYASAP) was transferred to the Justice Cabinet and 
incorporated into ODCP by executive order of the Governor in July 2004. 
 
KYASAP directs the Champions Against Drugs and KYASAP grant programs, which are 
supported by Tobacco Settlement and General Funds. 
 
In September of 2004, the Justice Cabinet began the process of applying for BYRNE 
grant funds to create an “organizational entity that can coordinate, monitor and evaluate a 
unified drug control policy for the entirety of state government as well as liaison with 
local governments, the federal government and private entities.” 
 
The initial funding request for ODCP was for $140,000 and included an Executive 
Director, two (2) staff persons, a program evaluator, and office equipment/supplies.  
Because of their concerns that funding of ODCP could be perceived as supplanting, the 
Grants Management Branch (GMB) removed the two (2) staff persons from the final 
approved budget for the grant.  
 
Primarily, FY 2005 charges to the ODCP grant were first paid with General Fund or 
Tobacco Settlement Funds and then transferred to the grant.  This method of payment, 
which accounts for 66% of the ODCP expenditures, indicates that the Justice Cabinet had 
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FINDING 05-JUST5-67:  The Justice Cabinet Should Not Supplant State Funds 
With Federal Funds (Continued) 
 
additional state funds available for the ODCP but chose to replace those state dollars 
spent with newly acquired federal funding.  This is not the intention of the federal 
granting agency, which specifically prohibits supplanting in their Financial Management 
Guide. 
 
Among the expenditures transferred to the ODCP grant were payroll charges for their 
Executive Director, who began her position in February of 2005.  She succeeded the 
Interim Director who was paid with state funds. 
 
By transferring charges to the BYRNE grant that were already expended with State 
funds, the Justice Cabinet is supplanting federal funds.    
 
According to the Office of Justice Programs Financial Management Guide, Chapter 3: 
“Federal funds must be used to supplement existing funds for program activities and must 
not replace those funds that have been appropriated for the same purpose.” 
 
The Omnibus Crime Control and Safe Streets Act of 1968, Public law 90-351, §501 et 
seq., codified as amended at 42 USC 3750 et seq., states “Funds may be used to provide 
additional personnel, equipment, facilities (including upgraded and additional Law 
Enforcement Crime Laboratories), personnel training and equipment for more widespread 
apprehension, prosecution and adjudication of persons who violate State and local laws 
relating to the production, possession and transfer of Controlled Substances and to 
improve the Criminal Justice System. Outlined in the Act are other specific purposes for 
which funds can be used. The Act restricts the use of these funds for supplanting State 
and local funds and land acquisition, and construction other than penal or correctional 
facilities.” 
 
Edward Byrne Memorial State and Local Law Enforcement Assistance Program: 
Formula Grant Program Guidance, FY 2004 states, “Grant funds, which include matching 
funds, may not be used to replace state or local funds that would, in the absence of 
federal assistance, be available or forthcoming for law enforcement. Instead, grant funds 
must be used to increase the total amount of such other funds the grantee agency uses.” 
 

Recommendation 
 

We recommend that the Justice Cabinet reimburse the BYRNE Grant for the 
above-mentioned expenditures.  We further recommend that the Justice Cabinet 
thoroughly review grant requirements to ensure they are incompliance with all 
federal grant regulations. 
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FINDING 05-JUST5-67:  The Justice Cabinet Should Not Supplant State Funds 
With Federal Funds (Continued) 
 

Management’s Response and Corrective Action Plan 
 
The Justice and Public Safety Cabinet disagrees with the finding of supplanting as 
described above.  The mission and duties of the Office of Drug Control Policy is 
much broader than the KYASAP program that it absorbed responsibility for upon 
its creation.  Also, the ODCP’s Interim Director position, and the currently 
staffed Executive Director position are distinct and separate in time, duties, and 
mission.  Therefore, they do not reflect an issue of supplanting.  Additionally, the 
referenced grant was issued prior to the expenditure of funds for, or the retention 
of the incumbent in, the current position.  Due to staffing limitations in the Office 
of the Secretary, the grant was not immediately set up in MARS, resulting in 
salary charges being applied to general fund and later journal vouchered to 
federal funds.  Expenditures were determined to be eligible and appropriate 
charges for the intended purpose of the grant and within the grant period by 
program and fiscal staff prior to the transfer. 

 
Auditor’s Reply 

 
We reaffirm our position that the ODCP grant supplanted available state funding 
with federal funding.  Changing the funding of the executive director’s position 
from state funds to federal funds falls within the federal definition of supplanting.  
Despite a change in mission from the interim director to the current executive 
director position, the Justice Cabinet had funds available for the director’s 
position and shifted those costs to the BYRNE grant. 
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FINDING 05-JUST6-68:  The Justice Cabinet Should Ensure That All Equipment Is 
Properly Entered Into MARS 
 
State Agency: Justice Cabinet - Office of the Secretary 
Federal Program: CFDA 16.579--Byrne Formula Grant Program 
Federal Agency: U.S. Department of Justice - Office of Justice Programs 
Pass-Through Agency: Not Applicable 
Compliance: Equipment and Real Property Management 
Amount of Questioned Costs: None 
 
During FY05, $19,958.75 of grant funds were used to purchase equipment and furniture 
including five (5) computers ($5,210).  We reviewed assets listed for the Justice and 
Public Safety Cabinet in MARS and found that these computers had not been added to 
the inventory, which is contrary to federal and state requirements/regulations.   
 
After inquiry, these computers were added into MARS.  However, they were not added 
with the correct funding information.  While the computers were originally purchased 
with the cabinet’s General Fund appropriation, GMB transferred the expenditures via a 
Journal Voucher (JV) to the ODCP Byrne grant two (2) weeks later and the funding for 
these assets should reflect this change. 
 
As of March 10, 2006, Justice Cabinet’s Office of the Secretary (Agency 500) had not 
input any additions of equipment or vehicles with an acquisition date after October 29, 
2003 into the MARS Advantage tables.  The Office of the Secretary purchased $272,554 
of equipment and furniture during FY 2005.  Because records were not updated, it is not 
possible to determine the exact dollar amount of equipment that exceeded the $500 
threshold requiring entry to MARS. 
 
Failure to follow Finance and Administration Cabinet policies and procedures regarding 
the input of assets has resulted in an incomplete inventory record for the Office of the 
Secretary.  This violates federal grant requirements relating to maintenance of records for 
purchases of equipment with grant funds in accordance with applicable state 
laws/regulations. 
 
Office of Justice Programs Financial Management Guide, Chapter 6 states, “A 
subrecipient or State shall use and manage equipment in accordance with its procedures 
as long as the equipment is used for criminal justice purposes.” 
 
OMB Circular A-133 states,  “A State shall use, manage, and dispose of equipment 
acquired under a Federal grant in accordance with State laws and procedures.”
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FINDING 05-JUST6-68:  The Justice Cabinet Should Ensure That All Equipment Is 
Properly Entered Into MARS (Continued) 
 
Finance and Administration Cabinet’s Fixed Assets Policies and Procedures state that, 
“The Finance and Administration Cabinet (FAC) has existing regulations, as well as 
policies and procedures, governing the purchase and management of the 
Commonwealth’s fixed assets.   Agencies are required to properly account for all fixed 
asset transactions that meet or exceed the statutory threshold.  KRS 45.313 states: “Each 
budget unit shall maintain a current inventory of equipment having an original cost of 
five hundred dollars ($500) or more.  The inventory shall be available for examination by 
the Finance and Administration Cabinet at all times.”  All agencies are responsible for 
managing their fixed assets in accordance with this statute, as well as complying with all 
state and federal regulations. 
 
The ADVANTAGE Fixed Asset Module must be used for the tracking of all state assets 
with a cost of $500 or more.  This is not an option as FAP 120-20-01 states:  “Agencies 
shall enter records into the fixed asset system for non-expendable property that promotes 
financial reporting, safeguarding of assets, and adequate insurance.”  The fixed asset 
system referred to in FAP 120-20-01 is the MARS ADVANTAGE Fixed Asset Module.  
Assets are generally defined as non-expendable items having a useful life of more than 
one year and a cost of five hundred dollars ($500) or more.” 
 

Recommendation 
 

The Justice Cabinet should review purchase records in FY04 and FY05 to ensure 
that all equipment with a value exceeding $500 and with an expected useful life 
exceeding one (1) year has been updated to the MARS/Advantage tables as 
required by FAP 120-20-01. 
 
Further, Justice should ensure that future purchases are added to the 
MARS/Advantage tables in a timely manner as they are acquired. 
 

 
Management’s Response and Corrective Action Plan 

 
The Justice and Public Safety Cabinet acknowledges the validity of the finding 
that during FY05 five computers were purchased for the Office of Drug Control 
(ODC) in the total amount of $5,210.   
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FINDING 05-JUST6-68:  The Justice Cabinet Should Ensure That All Equipment Is 
Properly Entered Into MARS (Continued) 

 
Management’s Response and Corrective Action Plan (Continued) 

 
Further, the computers were identified and located by the agency accessing the 
internal agency records which at that time did not include the entries of fixed 
asset data in the MARS ADVANTAGE tables as required for compliance with 
state and federal regulations. 
 
Documents associated with the purchase of the computers did/does reflect the purchase 
being made with agency funds without the realization that charges had been eventually 
transferred to federal funds.   
 
Even though all FA shells have not been completed in the MARS electronic system since 
October 29, 2003 as indicated in the report, many shells consists of purchases for 
laboratory chemicals and supplies which are not of inventory nature which simply need 
to be deleted.  Copier lease payments are also inclusive in the FA documents which are 
not considered to be agency inventory.  These too will need to be deleted.  Once those 
type deletions are made, the total purchases made as indicated ($272,554) will/should be 
reduced significantly. 
 
Planned Course of Action by Agency: 
 
Due to the tremendous growth of the agency and the increase of responsibilities 
during the last 24-36 months, the agency has not intentionally neglected policies 
and procedures relating to maintenance of documents and records as required in 
accordance with applicable state and federal laws/regulations  To the contrary, it 
has been faced with the multiple tasks of developing/implementing procedures 
offering accountability and compliance as required without the availability of any 
additional staff in order to meet these demands.   
 
Several weeks ago, the agency devised a plan to “decentralize” various fiscal 
and/or administrative tasks and delegate a degree of responsibility back to the 
Division/Unit within the Cabinet.  Through the decentralization process, the FA 
documents will be completed by the Division/Unit associated with the acquisition 
of the property promptly after payment has been made for the purchase.  The 
inventory roll-up documents/records will be maintained at the Central 
Administrative Office by the fiscal manager.  This plan cannot become effective 
until after July, 2006.  (See further explanation in remaining response) 
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FINDING 05-JUST6-68:  The Justice Cabinet Should Ensure That All Equipment Is 
Properly Entered Into MARS (Continued) 

 
Management’s Response and Corrective Action Plan (Continued) 

 
As always needed, keeping the communication lines open from office to office will 
be strongly encouraged to allow for any changes/modifications that may be 
necessary before final filing of the document. 
 
Currently, the agency has only 2 staff members who can assist with the creation 
of FA documents and one currently being trained available to assist on a part-
time basis.  Through these 2.5 individuals, the Justice Cabinet shall review 
purchase records in FY 04 and FY05 to ensure that all equipment with a value 
exceeding $500 and with an expected useful like exceeding one year has been 
updated to the MARS Advantage tables as required by FAP 120-20-01.   This 
activity is scheduled to be concluded by mid-May. 
 
The additional staff designated to be trained at the Division/Unit level resulting 
from the decentralization plan can not be scheduled for necessary training as 
needed until classes are open and available after July 1, 2006.  This occurrence is 
due to the implementation of the Emars system which does not include scheduled 
training for new users until the implementation process has been completed. 
 
The Justice and Public Safety Cabinet, Office of Management and Administrative 
Services further commits to ensure that future purchases shall be made to existing 
MARS/EMARS tables in a timely manner as they are acquired when all conditions 
are within agency control.   
  
 
 
 
 

 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

277 

FINDING 05-KOHS2-69: The Kentucky Office Of Homeland Security Should 
Develop And Implement Procedures For Documenting The Evaluation Of All Grant 
Applications And Final Award Decisions 

 
State Agency: Kentucky Office of Homeland Security 
Federal Program: CFDA 97.004-State Domestic Preparedness and Equipment Support 

Program 
Federal Agency: U.S. Department of Homeland Security 
Pass-Through Agency: Not Applicable 
Compliance Area: Special Tests and Provisions 
Amount of Questioned Costs: None 
 
The U.S. Department of Homeland Security distributed federal funds to the Kentucky 
Office of Homeland Security (KOHS) for Fiscal Years 2004 and 2005.  Federal 
regulations do not specify a particular method to distribute these State Domestic 
Preparedness Support funds and/or Law Enforcement funds. KOHS chose to use a 
competitive approach to award these funds.  During our testing and review of the 
application process for 2004 and 2005, State Domestic Preparedness Support funds and 
Law Enforcement funds, we noted the following issues: 
 

1. Formal procedures were not documented for review of applications or awarding 
decisions. We noted 13 applications of the 29 reviewed, received high scores, but 
did not receive funding. KOHS staff did not document the reason why an 
applicant did or did not receive funding. However, during several meetings and 
discussions with KOHS staff, verbal explanations for awarding decisions were 
provided. 

2. Formal requirements or qualifications were not documented to select the members 
of the technical review panel and the blue ribbon panel for each year. 

3. Training provided to evaluators was not thorough, which resulted in inconsistent 
scoring. We noted seven (7) applications of the 29 reviewed were not consistently 
scored. In 2005, KOHS staff had to review application score sheets to ensure that 
bonus points were awarded consistently.  

4. In 2004, applicants who did not receive awards only received telephone calls by 
KOHS staff. In 2005, applicants who did not receive awards did not receive 
letters or telephone calls. In 2005, some award letters were hand delivered by 
individuals who were outside of state government. We noted that one applicant’s 
award letter was not kept on file by KOHS, but we were able to retain a copy 
from the applicant. 
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FINDING 05-KOHS2-69: The Kentucky Office Of Homeland Security Should 
Develop And Implement Procedures For Documenting The Evaluation Of All Grant 
Applications And Final Award Decisions (Continued) 

 
5. We noted during our review of applications that the applicants were required to 

list all current federal homeland security funding they have received. Also, this 
application requirement states: “this information will not be used in the 
determination of an applicant’s score; it will serve as an assessment tool to 
identify current resources and projects that may serve to complement Homeland 
Security Grant Program (HSGP) funds.” This list did not include funding for 
which the applicant had applied for from the federal government, but had not 
received final award notification (i.e. pending funding applications). 

 
The federal guidelines for State Domestic Preparedness Support funds and Law 
Enforcement funds do not provide specific instructions for the competitive awards 
process. The lack of documented procedures and decisions related to the competitive 
awards process allows potential for varying results, confusion among all involved, the 
perception of unfairness and unresolved issues.  
 
A policies and procedures manual, as well as documentation of results provide a 
consistent basis in administering the process and communicating the results to those 
involved. With the large volume of awards and amount of funds awarded, it is essential 
that procedures and results be documented. In 2004, there was $25,655,580 awarded to 
69 applicants for State Domestic Preparedness Support and $12,052,416 awarded to 26 
applicants for Law Enforcement. In 2005, there was $15,158,722 awarded to 64 
applicants for State Domestic Preparedness Support and $5,107,572 awarded to 27 
applicants for Law Enforcement. 
 

Recommendation 
 
We recommend KOHS do the following: 

 
1. Develop and implement policies and procedures to detail the application 

process, selection of review panel members, training and information to be 
provided to prepare evaluators for scoring the applications, and how final 
awarding decisions will be made. The requirements of the application and 
awarding process should be consistently communicated to the evaluators and 
the applicants. 

2. Document final decisions on each application (why funding was awarded or 
not awarded, and what was funded). 

3. Communicate award decisions to applicants in a consistent manner. 
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FINDING 05-KOHS2-69: The Kentucky Office Of Homeland Security Should 
Develop And Implement Procedures For Documenting The Evaluation Of All Grant 
Applications And Final Award Decisions (Continued) 
 

Recommendation (Continued) 
 
4. Implement a process to determine and track if applicants have applied for 

and/or have received direct federal homeland security funding. This tracking 
system should be used in considering final award decisions. 

 
Management’s Response and Corrective Action Plan 
 
The KOHS competitive grant application process was recognized by the Former 
Homeland Security Secretary Tom Ridge as, “a model for the nation.”  This 
process was envisioned to be dynamic and ever improving.  KOHS notes that none 
of the suggestions or recommendations of the State Auditor are requirements of  
the Federal Government.  However, KOHS intends to embrace most 
recommendations beginning with the FY ’06 grant cycle in order to improve the 
overall transparency of the process. 
 
KOHS offers the following responses to issues and recommendations by the 
Auditor’s staff. 
 
Response to observations by Auditor’s Staff 
 
1. Formal procedures were not documented for review of applications or 
awarding decisions. We noted 13 applications of the 29 reviewed, received high 
scores, but did not receive funding. KOHS staff did not document the reason why 
an applicant did or did not receive funding.  However, during several meetings 
and discussions with KOHS staff, verbal explanations for awarding decisions 
were provided. 
 
As noted by the Auditor’s staff, not all high scoring applications were funded and 
some low scoring applications were funded.  This is due to the fact that 
application scores are one factor in determining funding.  Verbal explanations 
were provided to the Auditor’s staff for all funding decisions requested and they 
were satisfied with those explanations.  In the future, KOHS shall document future 
grant decisions. 
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FINDING 05-KOHS2-69: The Kentucky Office Of Homeland Security Should 
Develop And Implement Procedures For Documenting The Evaluation Of All Grant 
Applications And Final Award Decisions (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
2. Formal requirements or qualifications were not documented to select the 
members of the technical review panel and the blue ribbon panel for each year. 
KOHS asked the Kentucky League of Cities, Kentucky Association of Counties, 
State Fire Marshall’s Office, the Commonwealth Office of Technology, and UK’s 
Patterson School for experts for the technical review panel.  KOHS selected 
members based on prior experience (i.e. current and former firefighters, police, 
communications experts, and those with homeland security academic experience). 
In the future, KOHS will implement a formal requirement that all technical 
reviewers have a minimum of two years experience in a related field or at least 
one year of graduate academic study in a homeland security field.  The 
qualifications of blue ribbon panelists will also be documented.  They will be 
formally required to have experience or positions that give them a unique 
perspective to ensure the homeland security funding program is sound in nature 
and not redundant of other programs in the state. 
 
3. Training provided to evaluators was not thorough, which resulted in 
inconsistent scoring. We noted seven (7) applications of the 29 reviewed were not 
consistently scored. In 2005, KOHS staff had to review application score sheets to 
ensure that bonus points were awarded consistently. 
 
KOHS does not agree that a lack of training for technical review panel members 
resulted in inconsistent scores on applications.  All panel members received 
briefings on how to score applications before they started.  KOHS believes that 
scoring is a subjective process and some reviewers will naturally rate some 
projects higher than others.  For that reason KOHS uses three technical reviewers 
per application and then averages the scores.  Additionally, because KOHS 
understands scoring can be subjective, scores represent only one component used 
to make a decision on funding.   
 
KOHS staff did review and change bonus point awards where errors were made 
because bonus points are not subjective.  KOHS staff will continue to correct 
bonus point errors in the future because it is a layer of oversight specifically 
designed to make the process fair to all applicants.  To document training in the 
future, all technical panelists will sign a statement saying they have received 
training before they begin scoring.  Additionally, technical panelist will score 
applications independently.  KOHS will average the three scores, but any  
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FINDING 05-KOHS2-69: The Kentucky Office Of Homeland Security Should 
Develop And Implement Procedures For Documenting The Evaluation Of All Grant 
Applications And Final Award Decisions (Continued) 
 

Management’s Response and Corrective Action Plan (Continued) 
 
applications with scores varying more than 30% shall be rescored by another 
team.  The set of scores with the least amount of deviation shall then be recorded. 
 
4. In 2004, applicants who did not receive awards only received telephone calls 
by KOHS staff.  In 2005, applicants who did not receive awards did not receive 
letters or telephone calls.  In 2005, some award letters were hand delivered by 
individuals who were outside of state government. We noted that one applicant’s 
award letter was not kept on file by KOHS, but we were able to retain a copy from 
the applicant. 
 
In the future, KOHS shall send out one letter for each application received in the 
office.  The letter shall indicate whether or not the grant was funded.  Copies of 
the letters shall be retained by KOHS. 
 
5. We noted during our review of applications that the applicants were required to 
list all current federal homeland security funding they have received. Also, this 
application requirement states: “this information will not be used in the 
determination of an applicant’s score; it will serve as an assessment tool to 
identify current resources and projects that may serve to complement HSGP 
funds.” This list did not include funding for which the applicant had applied for 
from the federal government, but had not received final award notification (i.e. 
pending funding applications). 
 
In the future, applicants will be asked to not only document federal homeland 
security funding they have received, but also any grants that have been applied 
for and are still pending.  Applicants will be asked to notify KOHS when the 
pending status changes. 
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FINDING 05-KOHS3-70: The Kentucky Office Of Homeland Security Should 
Develop And Document A Plan For Administrative Expenditures 

 
State Agency: Kentucky Office of Homeland Security 
Federal Program: CFDA 97.004-State Domestic Preparedness and Equipment Support 

Program 
Federal Agency: U.S. Department of Homeland Security 
Pass-Through Agency: Not Applicable 
Compliance Area: Activities Allowed/Unallowed and Allowable Costs/Cost Principles 
Amount of Questioned Costs: None 
 
During our audit of payroll for the State Domestic Preparedness Equipment Support 
Program, we noted the following: 
• Federal fund expenditures were not supported by program coding on the timesheets or 

per a Federal Payroll Allocation Plan,  
• Employee payroll charges were originally charged to the general fund. KOHS then 

charged either the total or a percentage of the payroll expenditures to the federal fund, 
KOHS did not maintain documentation on how the allocation was determined. Of the 
15 federally funded time-limited (FFTL) positions at KOHS, five were tested for 
payroll charges. We verified the five FFTL employees’ salaries were fully charged to 
the federal fund as required by KRS 18A.005,  

• The procedures for allocating payroll charges were not documented, and payroll 
charges were inconsistent for employees performing work on the federal program. No 
criteria were used to support the payroll allocation.  

• There was no documentation to support that road fund expenditures complied with 
KRS 177.365 (1) and Kentucky Constitution Section 230. Some payroll charges were 
made to the road fund if the general fund could not support the charges. 

• KOHS spent the following amounts for payroll and administrative costs: general fund 
-$350,000, road fund-$113,736, federal fund-$255,099. All KOHS expenditures are 
allowable federal charges. 

• KOHS can spend up to 3% of the total federal grant award for administrative 
expenditures over the grant period. Since KOHS spent $255,099 for administrative 
expenditures in FY 05, they have $797,091 remaining to spend to meet the 3% 
threshold in FY 06 for a total of $1,052,190 (3% of $35,073,000 total grant award). 

 
KOHS does not maintain documentation to verify compliance with OMB Circular A-87 
on Allowable Costs for Federal Grants, KRS 18A.005, KRS 177.365 (1), Kentucky 
Constitution Section 230 documented, since KOHS did not have a payroll allocation plan 
in place nor procedures documented for FY 2005 to explain how salaries would be 
allocated, or to support charges to the federal fund based upon employees timesheets.  
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FINDING 05-KOHS3-70: The Kentucky Office Of Homeland Security Should 
Develop And Document A Plan For Administrative Expenditures (Continued) 
 
Payroll charges were inconsistently charged to the federal fund for employees performing 
similar work on the federal grant program, which could lead to (1) noncompliance with 
OMB Circular A-87 on Allowable Costs, (2) noncompliance with KRS 18A.005 
regarding federal funded time limited positions, (3) noncompliance with KRS 177.365 
(1) and Kentucky Constitution Section 230, and (4) inaccurate payroll reporting resulting 
from the general fund and road fund being charged for eligible federal payroll 
expenditures. 
 
OMB Circular A-87 discusses allowable costs. Specifically, Attachment B, Item #8 
Compensation for Personal Services, outlines that for employees who work solely on 
federal grant programs, a certification must be signed at least semi-annually to verify that 
the employee did work solely on the federal program for the time period covered by the 
certification. On the other hand, if an employee works on multiple activities, a 
distribution of their salary should be supported by an activity report or equivalent 
documentation. 
 
KRS 18A.005, (15) states that an FFTL employee is an employee in the unclassified 
service, appointed to a non-merit position that is funded one hundred percent (100%) by a 
federal grant.  
 
Road fund expenditures are to be made for the construction, reconstruction and 
maintenance of urban roads and streets and for no other purpose, as defined in the KRS 
177.365 (1). Kentucky Constitution Section 230 states that no funds shall be expended 
for purposes other than the cost of administration, statutory refunds and adjustments, 
payment of highway obligations, costs for construction, reconstruction, rights-of-way, 
maintenance and repair of highways and bridges, and expenses of enforcing state traffic 
and motor vehicle laws. 
 

Recommendation 
 
We recommend that KOHS develop and document a plan for program 
expenditures. The documentation of how each employee’s salary or other 
expenditure will be charged should be either reflected on their timesheet, by 
certification, by activity report or by other allowable allocation method. OMB 
Circular A-87 provides guidance on acceptable allocation methods. 
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FINDING 05-KOHS3-70: The Kentucky Office Of Homeland Security Should 
Develop And Document A Plan For Administrative Expenditures (Continued) 
 

Management’s Response and Corrective Action Plan 
 
KOHS agrees with the auditor’s recommendations.  We have meet with the Office 
of the Controller and have recommendations on the best way to identify the 
correct allocation for non Federally Funded Time Limited (FFTL) employees.  
Over the next three months non FFTL employees will track the level of effort 
applicable to each funding source.  Once a percentage of effort is determined for 
each non FFTL employee applicable to each funding source then adjustments to 
payroll distribution will be made to reflect the correct percentage.  Every quarter 
the non FFTL employees will sign a certification statement verifying that the level 
of effort has remained constant. By the end of SFY06 the labor distribution for all 
non FFTL employees should be updated with documented percentage of each 
individual’s labor costs being charged to each funding source.  Biannually the 
process of documenting level of effort applicable to each funding source will be 
repeated.  For FFTL employees the respective timesheets have been updated to 
reflect the applicable funding string for each.  The employee will be informed by 
memo that by signing their timesheet each pay period they are certifying that they 
have devoted 100% of their effort that pay period to the applicable Federal 
Grant. 
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FINDING 05-TC15-71: The Transportation Cabinet Should Ensure All Federal 
Expenditures Are Allowable 
 
State Agency:  Transportation Cabinet 
Federal Program:  20.205, 20.600 – Highway Planning and Construction, State and 

Community Highway Safety 
Federal Agency:  U.S. Department of Transportation 
Pass-Through Agency:  Not Applicable 
Compliance Area:  Allowable Costs/Davis Bacon 
Amount of Questioned Cost:  $559,816  
 
Based on information provided by Kentucky Transportation Cabinet (KYTC) Acting 
Secretary and a review of the case file maintained by the KYTC Office of Inspector 
General (OIG) related to this matter, the Auditor of Public Accounts (APA) has 
determined that significant financial irregularities have been documented regarding 
expenditures submitted and paid by KYTC.  This leads us to question all federal funds 
expended on projects performed by this vendor. 
 
The APA has advised the United States Department of Transportation (USDOT) OIG of 
this matter for further final determination on whether to disallow these costs after the 
investigation is completed. 
 
The funding for the Whitley County I-75 bench-clearing project involving the 
questionable vendor payments consists of three different projects in MARS.  Two of 
these projects are state projects ($100,000 each) and one is Federal ($375,000).   
 
The investigation conducted by KYTC OIG and subsequently referred to other federal 
and state law enforcement agencies, as well as the APA clearly documents the 
questionable payments that may constitute fraud, including certain actions involving a 
local government official.   
 
Federal funds can be used only to reimburse costs that are: (a) incurred subsequent to the 
date of authorization to proceed, except for certain property acquisition costs permitted 
under 23 USC 108; (b) in accordance with the conditions contained in the project 
agreement and the plans, specifications, and estimates (PS&E); (c) allocable to a specific 
project; and (d) claimed for reimbursement subsequent to the date of the project 
agreement (23 CFR sections 1.9, 630.106, and 630.205). 

 
The Davis-Bacon Act, as amended, requires that each contract over $2,000 to which the 
United States or the District of Columbia is a party for the construction, alteration, or 
repair of public buildings or public works shall contain a clause setting forth the 
minimum wages to be paid to various classes of laborers and mechanics employed under  
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FINDING 05-TC15-71: The Transportation Cabinet Should Ensure All Federal 
Expenditures Are Allowable (Continued) 
 
the contract. Under the provisions of the Act, contractors or their subcontractors are to 
pay workers employed directly upon the site of the work no less than the locally 
prevailing wages and fringe benefits paid on projects of a similar character. The Davis-
Bacon Act directs the Secretary of Labor to determine such local prevailing wage rates. 

 
Recommendation 
 
On August 23, 2005, our office notified the USDOT OIG about this open 
investigation.  Federal funds involved in these projects include CFDA 20.205 in 
the amount of $345,867.80 and CFDA 20.600 funds in the amount of $213,948.50 
for a total of $559,816.30. 
 
The KYTC should seek guidance from the USDOT OIG regarding the status of 
the investigation, resolution of questioned costs and the eligibility of this vendor 
regarding award of any further state contracts. 

 
Management Response and Corrective Action Plan 
 
We agree that this situation should be monitored closely by the Transportation 
Cabinet.  The matter is under investigation by our Inspector General’s Office, the 
FBI and our internal audit staff.  While these investigations are in progress we 
will continue to monitor the situation.  When the investigations are done we will 
determine if funding needs to be returned to FHWA and the prudent course of 
action to take with the contractor. 
 



COMMONWEALTH OF KENTUCKY 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
SECTION 3 – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 

287 

FINDING 05-TC16-72: The Transportation Cabinet Should Improve Procedures 
To Ensure Federal Reports Are Prepared Accurately 
 
State Agency:  Transportation Cabinet 
Federal Program:  20.205  - Highway Planning and Construction 
Federal Agency:  U.S. Department of Transportation 
Pass-Through Agency:  Not Applicable 
Compliance Area:  Reporting 
Amount of Questioned Cost:  None  
 
The Kentucky Transportation Cabinet (KYTC) is responsible for submitting an “Office 
of Real Estate Services Annual Program Statistics Report” to the regional Federal 
Highway Administration (FHWA) each federal fiscal year.  We tested the FY05 report 
and found that some of the amounts recorded within the report were inaccurate.   The 
report inaccurately under reported the amounts falling under the acquisition categories 
(Tables B and C) by $312,750.75, and under reported the amounts falling into the 
relocation categories (Tables D, E, and F) by $145,800.    
 
The Division of Right of Way and Utilities has improved their record keeping procedures 
by recording reporting categories in the accounting system for acquisition and relocation 
expenditures.  Also, the agency has improved their record keeping, by maintaining 
monthly spreadsheets with information related to the statistical report.  However, it 
appears that management is not performing an in-depth review of this report.  Most of the 
errors were caused by data entry error in the backup documentation.  The error occurred 
while copying and pasting items into a yearly total sheet.  Items were either left off or 
added twice to cause the amount reported on the FHWA Statistical Report to be 
inaccurate.     

 
According to 49 CFR 24 Appendix B – Statistical Report Form, “Report Coverage -This 
report covers all relocation and real property acquisition activities under a Federal or 
federally assisted project or program subject to the provisions of the Uniform Act.”  All 
information and amounts contained in the FHWA Statistics Report should be accurate 
and trace to supporting documentation on file at the agency.  TC is responsible for 
submitting an “Office of Real Estate Services Annual Program Statistics” to the regional 
Federal Highway Administration (FHWA) each federal fiscal year.  We tested the FY 05 
Report and found several discrepancies.  There were numerous totals on the report that 
did not agree to supporting documentation.  These were not major discrepancies, 
however, they were not accurate. This report is often times electronic, however, this year, 
FHWA did not provide an electronic version.  TC simply submitted a handwritten report  
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FINDING 05-TC16-72: The Transportation Cabinet Should Improve Procedures 
To Ensure Federal Reports Are Prepared Accurately (Continued) 
 
to FHWA with no transmittal letter.  The report submitted lacked the Division, Date 
ofReport and reporting period.   Auditor had to contact the FHWA to determine when 
thereport was submitted.  We also found that amounts recorded within the report were 
inaccurate. 
 
Great improvements have been made by the Division of Right of Way and Utilities with 
this report.  Recommendations from our FY 03 audit have been put in place accordance  
with TC’s corrective action plan.  However, it appears that an in-depth review of this 
report is not being performed by management.   
 
49 CFR subpart 24, Appendix B states “Submit an original and two copies of this report 
to (Name and Address of Federal Agency) as soon as possible after September 30, but 
NOT LATER THAN NOVEMBER 15.”  This report was not submitted until January 10, 
2005, which is 3 months late. 
 

Recommendation 
 
Although the record keeping by the agency has drastically improved, it still 
appears that Management is not performing an in-depth review of the amounts 
reported on the FHWA Statistical Report.  We recommend the Division of Right 
of Way and Utilities improve policies and procedures for reviewing figures 
reported in the Statistical Report.   
 
Management Response and Corrective Action Plan 
 
The Cabinet maintains that the deficiencies cited herein are a direct result of 
implementing system changes requested by the Office of the Auditor of Public 
Accounts in its Fiscal Year 2004 Audit.  Our corrective action plan will be to: 1) 
Change reporting categories to reflect more specific transactions, which should 
prevent charges being reported to the wrong category.  (2) Perform a review of 
the report by a Right of Way Program Specialist from the respective branches to 
ensure accuracy.  (3) Perform an in-depth review of end-of-the month 
transactions to ensure that the costs are being reported in the proper accounting 
period.  After conversion to the State’s new financial accounting system, eMars, 
we plan to review our reporting capabilities and develop more accurate tracking 
for our acquisition and relocation expenditures. 
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Reportable Conditions     
      
(1) Audit findings that have been fully corrected: 
 

  

FY 04 04-CFC9-21 The Cabinet for Families And 
Children Should Document And 
Correctly Report Unliquidated 
Balances And Obligations On 
Quarterly Reports And Ensure 
Unliquidated Balances Are Spent 
Appropriately 
 

93.558 0 Resolved during FY 05. 

FY 04 04-CHS1-23 The Cabinet for Health Services 
Should Provide Better Safeguards 
For Funds Placed In Its Care 
 

93.778 0 Resolved during FY 05. 

FY04 04-CWD3-5 The Cabinet For Workforce 
Development Should Strengthen 
Controls Over The Processing Of 
the Unemployment Insurance 
Claimant Overpayments 

N/A 0 Due to improvements, 
this finding is 
downgraded to an other 
matter for FY 05. This 
finding is no longer 
required to be reported 
under Government 
Auditing Standards. 
 

FY04 04-CWD9-25 The Department For Employment 
Services Should Implement 
Controls To Ensure Proper Review 
of Timesheets To Prevent Coding 
Errors 
 

17.207 
17.801 
17.804 

0 Resolved during FY 05 

FY04 04-CWD10-26 The Department For Employment 
Services Should Strengthen 
Controls Over The Review And 
Approval Process For Allowable 
Costs 
 

17.207 
17.801 
17.804 

0 Resolved during FY 05 

FY04 04-CWD11-27 The Department For Employment 
Services Should Strengthen 
Controls To Ensure Compliance 
With Federal Earmarking 
Requirements 
 

17.207 
17.801 
17.804 

0 Resolved during FY 05 

FY 04 04-DFWR1-29 The Department Of Fish and 
Wildlife Resources Should Ensure 
That All Timesheets Are Signed By 
The Employee And The Supervisor 

15.605 
15.611 

0 
 

Resolved during FY 05. 
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Reportable Conditions (Continued) 
      
(1)   Audit findings that have been fully corrected (Continued): 
 

  

FY 04 04-DFWR3-31 The Department Of Fish And 
Wildlife Resources Should 
Implement Procedures To Ensure 
Program Income Is Properly 
Accounted For And Recorded In 
The System 
 

15.605 
15.611 

0 Resolved during FY 05. 

FY04 04-DMA1-32 The Department Of Military Affairs 
Should Develop Internal Control 
Procedures To Retain The 
Documentation Used To Compute 
The Payroll Cost Allocation Plan 
 

12.401 0 Resolved during FY05 

FY04 04-DMA3-34 The Department Of Military Affairs 
Should Implement Internal Controls 
To Retain Supporting 
Documentation For PX Documents 
 

97.036 
 

$98,679 Resolved during FY05 

FY04 04-DVA1-35 The Kentucky Department of 
Veterans Affairs Should Design 
And Implement Internal Controls 
Over Compliance With Federal 
Program Requirements 

64.203 0 Due to improvements, 
this finding is 
downgraded to an other 
matter for FY 05. This 
finding is no longer 
required to be reported 
under Government 
Auditing Standards. 
 

FY 04 04-DVA2-36 The Kentucky Department Of 
Veterans Affairs Should Monitor 
Grant Supported Activities To 
Assure Compliance With 
Applicable Federal Requirements 
 

64.203 0 Due to improvements, 
this finding is 
downgraded to an other 
matter for FY 05. This 
finding is no longer 
required to be reported 
under Government 
Auditing Standards. 
 

FY04 04-FAC1-6 The Finance And Administration 
Cabinet Should Develop And 
Implement A Formal Policy To 
Govern Security Of The 
Management Administrative And 
Reporting System Interface Files 
 

N/A 0 Resolved during FY 05. 
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Reportable Conditions (Continued) 
      
(1)   Audit findings that have been fully corrected (Continued): 
 

  

FY04 04-FAC2-7 The Office Of Financial 
Management Should Implement 
Procedures To Ensure The Data 
Provided For The Year-End 
Investment Income Accrual Is 
Accurate And Complete 
 

N/A 0 Resolved during FY 05. 

FY04 04-FAC3-8 The Finance And Administration 
Cabinet Should Ensure All 
Agencies Conduct Accurate And 
Timely Fixed Asset Inventory 
Counts 
 

N/A 0 Resolved during FY 05 

FY03 03-FAC2-4 The Finance And Administration 
Cabinet Should Strive To Ensure 
That All State Agencies Conduct 
Accurate And Timely Fixed Assets 
Inventory Counts 
 

N/A 0 Resolved during FY 05. 

FY03 03-FAC5-7 The Finance And Administration 
Cabinet Should Develop And 
Implement Formal Policy And 
Procedures To Govern Security Of 
The Management Administrative 
Reporting and Accounting System 
Interface Files 
 

N/A 0 Resolved during FY 05. 

FY04 04-JUST3-39 The Justice Cabinet Should 
Monitor Grant Funds Passed-Thru 
To Other State Agencies For 
Compliance With Grant 
Requirements 
 

16.579 0 Resolved during FY 05 

FY04 04-NREPC1-42 The Division Of Abandoned Mine 
Lands Should Take Steps To 
Ensure That Subrecipient Audit 
Reports Are Received Within 
Nine Months Of The 
Subrecipient’s Year-End And 
Should Issue Management 
Decisions On These Reports 
Within Six Months Of Their 
Receipt 
 

15.252 0 Resolved during FY 05. 
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Reportable Conditions (Continued) 
      
(1)   Audit findings that have been fully corrected (Continued): 
 

  

  FY04   04-REV1-12 The Department Of Revenue Should 
Ensure All Sales And Use Tax 
Returns Are Processed Accurately 
And Reconciled Monthly And All 
System Changes Are Adequately 
Tested 
 

N/A 0 Resolved during FY 05 

FY04 04-TC9-43 The Transportation Cabinet Should 
Improve The Change Order Process 
 

20.205 0 Resolved during FY05 

FY04 04-TC10-44 The Transportation Cabinet Should 
Improve Procedures To Ensure 
Federal Reports Are Submitted 
Timely 
 

20.500 
20.509 

0 Resolved during FY05 

FY04 04-TC12-46 The Transportation Cabinet Should 
Improve Review And Authorization 
Procedures For Relocation 
Payments 
 

20.205 0 Resolved during FY05 

FY04 04-TC13-47 The Transportation Cabinet Should 
Ensure FHWA Approval Is 
Obtained Before Relocation 
Payments Are Made 
 

20.205 0 Resolved during FY05 

 (2) Audit findings not corrected or partially corrected: 
 

 

FY 04 04-CFC1-1 The Cabinet For Families And 
Children Password Policy Should Be 
Consistently Applied To All Local 
Area Network Servers 
 

NA 0 See 05-CHFS2-2. 

FY 04 04-CFC2-2 The Cabinet For Families And 
Children Should Ensure All Inactive 
Accounts Are Eliminated And That 
All Account Names Are Ambiguous 
 

NA 0 See 05-CHFS1-1. 
 

FY 04 04-CFC6-18 The Cabinet For Families And 
Children Should Maintain Case File 
Records That Include Client 
Applications, Recertifications, And 
Records Of Eligibility 
Determinations 
 

93.558 $18,224 See 05-CHFS12-43. 
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Reportable Conditions (Continued) 
      
(2) Audit findings not corrected or partially corrected 
 

  

FY 04 
 

04-CFC7-19 The Cabinet For Families And 
Children Should Maintain Adequate 
Records To Ensure Payments Are 
Made For Approved And Allowable 
Goods And Services To Eligible 
Recipients 
 

93.558 $16,774 See 05-CHFS12-43. 
 

FY 04 
 

04-CFC8-20 The Cabinet For Families And 
Children Should Only Issue Work 
Incentive Payments To Eligible 
Individuals And Should Request And 
Maintain Adequate Documentation 
Of The Eligibility Determinations 
 

93.558 $1,040 See 05-CHFS12-43. 
 

FY 04 
 

04-CFC10-22 The Cabinet For Families And 
Children Should Improve Child 
Support Enforcement Performance 
To Ensure Children Receive Proper 
Financial Support 
 

93.563 0 See 05-CHFS13-44. 
 

FY 04 
 

04-CHS2-24 The Cabinet for Health Services 
Should Improve Efforts In 
Monitoring Subrecipient Activity  
 

93.283 0 See 05-CHFS4-4. 
 

FY 03 03-CFC1-1 The Cabinet For Families And 
Children Password Policy Should Be 
Consistently Applied To All Local 
Area Network Servers 
 

NA 0 See 05-CHFS2-2. 

FY 03 03-CFC8-30 The Cabinet For Families And 
Children Should Maintain Adequate 
Records To Ensure That Payments 
Are Made For Approved And 
Allowable Goods And Services 
 

93.558 $5,791 See 05-CHFS12-43. 

FY 02 02-CFC2-3 The Cabinet For Families And 
Children Password Policy Should Be 
Consistently Applied To All Local 
Area Network Servers 
 

NA 0 See 05-CHFS2-2. 

FY 02 02-CFC15-35 The Cabinet For Families And 
Children Should Maintain And 
Produce Records To Adequately 
Support Expenditures 
 

93.558 0 See 05-CHFS12-43. 
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Reportable Conditions (Continued) 
      
(2) Audit findings not corrected or partially corrected 
 

  

FY 01 01-CFC1-1 The Cabinet For Families And 
Children Should Improve Local Area 
Network Server Security And 
Consistently Apply Policies To All 
Servers 
 

NA 0 See 05-CHFS2-2. 

FY 01 01-CFC2-36 The Cabinet For Families And 
Children Should Maintain And 
Produce Records To Adequately 
Support Expenditures 
 

93.558 0 See 05-CHFS12-43. 

FY04 04-CWD1-3 The Division Of Unemployment 
Insurance Should Strengthen 
Controls Over Systematic Programs 
To Ensure Accurate Information Is 
Available For Closing Package 
Reporting 
 

N/A 0 See 05-DWI1-11 

FY04 04-CWD2-4 The Division Of Unemployment 
Insurance Should Implement 
Controls To Ensure Proper Review 
Of Closing Package Forms 
Submitted To Finance And 
Administration Cabinet 
 

N/A 0 See 05-DWI4-14 

FY04 04-CWD12-28 The Department For Training And 
ReEmployment Should Process 
Journal Vouchers Timely 
 

N/A 0 See 05-DWI12-60 

FY03 03-CWD2-26 The Division Of Unemployment 
Insurance Should Enhance Controls 
To Ensure Proper Reporting Of The 
Closing Package 
 

N/A 0 See 05-DWI1-11 

FY03 03-CWD11-41 
 

The Department For Training And 
ReEmployment Should Implement 
Formal Procedures To Ensure 
Accurate Federal Reporting 
 

N/A 
 

0 
 

See 05-DWI15-63.  
 

FY 04 04-DFWR2-30 The Department Of Fish And 
Wildlife Resources Should Consider 
Requesting The General Assembly 
To Adopt 50 CFR 80.3-80.4 Into 
State Law 
 

15.605 
15.611 

0 
 

See 05-FW3-50 
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Reportable Conditions (Continued) 
      
(2) Audit findings not corrected or partially corrected 
 

  

FY04 04-DMA2-33 The Department Of Military Affairs 
Should Implement Internal Control 
Procedures To Comply With NGR 5-
1/ANGI 63/101 Relating To Program 
Income For The National Guard 
Program 
 

12.401 0 See 05-DMA4-53 

FY03 03-MIL2-37 The Department of Military Affairs 
Should Implement A System To 
Properly Monitor Subrecipient 
Activities To Comply With OMB 
Circular A-133 Compliance 
Requirements 
 

97.036 0 See 05-DMA3-52 

FY 2 02-MIL1-43 The Department Of Military Affairs 
Should Ensure Subrecipient 
Monitoring Is Properly Performed 
 

97.036 0 See 05-DMA3-52 

FY 01 01-MIL1-46 The Department Of Military Affairs 
Should Ensure Subrecipients Meet 
OMB Circular A-133 Audit 
Requirements 
 

97.036 0 See 05-DMA3-52 

FY 97 
FY 00 
FY 02 

97-Military 
Affairs-50 

The Department Of Military Affairs 
Should Strengthen Procedures For 
Monitoring Subrecipients 
 

97.036 0 See 05-DMA3-52 

FY04 04-FAC4-9 The Finance And Administration 
Cabinet Should Formalize And 
Consistently Apply The Program 
Modification Process For The 
Commonwealth’s Cash And 
Investment System 
 

N/A 0 See 05-FAC1-15 
 
 

FY04 04-FAC5-10 The Finance And Administration 
Cabinet Should Strengthen Logical 
Security Procedures Surrounding 
The Complete Assets Management 
Reporting and Accounting System 
 

N/A 0 See 05-FAC2-16 
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Reportable Conditions (Continued) 
      
(2) Audit findings not corrected or partially corrected 
 

  

FY03 03-FAC6-8 The Finance And Administration 
Cabinet Should Develop And Apply 
Formal System Development Life 
Cycle Procedures For The 
Commonwealth’s Cash and 
Investment Statistical Analysis System 
Programs 
 

N/A 0 See 05-FAC1-15 
 

FY03 03-FAC7-9 The Office Of Financial Management 
Should Improve Segregation of Duty 
Controls 
 

N/A 0 See 05-FAC2-16 
 

FY02 02-FAC3-6 The Finance And Administration 
Cabinet Should Develop And 
Consistently Apply Formal Change 
Management Control Procedures For 
The Commonwealth’s Cash And 
Investment Statistical Analysis System 
Programs 
 

N/A 0 See 05-FAC1-15 
        

FY02 02-FAC4-7 The Office Of Financial Management 
Should Improve Segregation Of Duty 
Controls 
 

N/A 0 See 05-FAC2-16 
 
 

FY01 01-FAC3-4 The Office Of Financial Management 
Should Improve Control Procedures 
Over Modifications To System 
Programs 
 

N/A 0 See 05-FAC1-15 

FY00 00-FAC-6 The Office Of Financial Management 
Should Improve Control Procedures 
Over Modifications To System 
Programs 
 

N/A 0 See 05-FAC1-15 

FY04 04-JUST1-37 The Justice Cabinet Should Implement 
And Follow An Approved Indirect 
Cost Allocation Plan 
 

16.575 
16.579 
16.588 

$363,063 See 05-JUST2-64 

FY04 04-JUST2-38 The Justice Cabinet Should Provide 
Sufficient Documentation Of 
Subrecipient Monitoring Activities 
 

16.575 
16.579 
16.588 

0 See 05-JUST3-65 
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Reportable Conditions (Continued) 
      
(2) Audit findings not corrected or partially corrected 
 

  

FY04 04-JUST4-40 The Justice Cabinet Should 
Implement Procedures To Ensure All 
Grant Funds Are Expended In 
Accordance With Federal Guidelines 
 

16.575 
16.579 
16.588 

0 See 05-JUST3-65 

FY04 04-JUST5-41 The Justice Cabinet Should Not 
Supplant State Funds With Federal 
Funds 
 

16.579 $30,413 See 05-JUST5-67 

FY03 03-JUST1-32 The Justice Cabinet Should Either 
Develop An Indirect Cost Allocation 
Plan And Submit It To The 
Cognizant Federal Agency For 
Approval Or Stop Charging Indirect 
Costs To The Federal Government 
 

16.575 
16.579 
16.588 

$46,774 See 05-JUST2-64 

FY03 03-JUST2-33 The Justice Cabinet Should Follow 
Established Subrecipient Monitoring 
Policies And Procedures To Ensure 
Subrecipient Monitoring Is Properly 
Performed And Documented 
 

16.575 
16.579 
16.588 

0 See 05-JUST3-65 

FY03 03-JUST4-35 The Justice Cabinet Should Ensure 
Information On The Quarterly 
Financial Status Report Is Reliable 
 

16.575 
16.579 
16.588 

0 See 05-JUST4-66 

FY02 02-JUST2-40 The Justice Cabinet Should Develop 
Written Subrecipient Monitoring 
Policies And Procedures To Ensure 
Subrecipient Monitoring Is Properly 
Performed And Documented 
 

16.575 
16.579 
16.588 

0 See 05-JUST3-65 

FY02 02-JUST4-42 The Justice Cabinet Should Prepare 
Quarterly Financial Status Reports 
That Are Supported By Adequate 
Documentation 
 

16.575 
16.579 
16.588 

0 See 05-JUST4-66. 

FY04 04-PARKS1-11 The Department Of Parks Should 
Improve Controls Over Timesheets 
And Payroll Reports 
 

N/A 0 See 05-PARKS2-26. 

FY 04 04-TC1-13 The Transportation Cabinet Should 
Improve Inventory Procedures For 
Maintenance Materials 
 

N/A 0 See 05-TC2-32 
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Reportable Conditions (Continued) 
      
(2) Audit findings not corrected or partially corrected 
 

  

FY 04 04-TC2-14 The Transportation Cabinet Should 
Implement Procedures To Ensure An 
Accurate Conversion Of Data To New 
Systems 
 

N/A 0 See 05-TC3-33 

FY 04 04-TC3-15 The Transportation Cabinet Should 
Implement Procedures To Ensure The 
Integrity Of The Highway Information 
System Database 
 

N/A 0 See 05-TC4-34 

FY 04 04-TC4-16 The Transportation Cabinet Should 
Improve Data Retention Practices 
 

N/A 0 See 05-TC5-35 

FY 04 04-TC5-17 The Transportation Cabinet Should 
Improve Audit Trail Procedures For 
Database Actions 
 

N/A 0 See 05-TC6-36 

FY 04 04-TC11-45 The Transportation Cabinet Should 
Improve Procedures To Ensure 
Federal Reports Are Prepared 
Accurately 
 

20.205 0 See 05-TC16-72 

FY 03 03-TC3-20 The Transportation Cabinet Should 
Implement Procedures To Ensure An 
Accurate Conversion of Data To New 
Systems 
 

N/A 0 See 05-TC3-33 

FY 03 03-TC4-21 The Transportation Cabinet Should 
Implement Procedures To Ensure The 
Integrity Of The Highway Information 
System Database  
 

N/A 0 See 05-TC4-34 

FY 03 03-TC5-22 The Transportation Cabinet Should 
Improve Data Retention Practices 
 

N/A 0 See 05-TC5-35 

FY 03 03-TC6-23 The Transportation Cabinet Should 
Improve Audit Trail Procedures For 
Database Actions 
 

N/A 0 See 05-TC6-36 

FY 03 03-TC12-39 The Transportation Cabinet Should 
Maintain Documentation That Supports 
Figures Reported In the Annual Federal 
Highway Administration Statistics 
Report. 
 

20.205 0 See 05-TC16-72 
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Reportable Conditions (Continued) 
      
(2) Audit findings not corrected or partially corrected 
 

  

FY 02 02-TC2-46 The Transportation Cabinet Should 
Develop Internal Controls To Ensure 
Accurate Presentation Of the Annual 
Federal Highway Administration 
Statistics Report 
 

20.205 0 See 05-TC16-72 

FY 02 02-TC3-47 The Transportation Cabinet Should 
Ensure The Annual Federal Highway 
Administration Report Is Compiled In 
Compliance With Federal Guidelines 
 

20.205 0 See 05-TC16-72 

Reportable Conditions (Continued) 
      
(3) Corrective action taken is significantly different from corrective action previously reported: 

      
 No findings for this section.    
  
(4) Audit finding is no longer valid or does not warrant further action:  
      
 No findings for this section.    
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Material Weaknesses/Noncompliances 
  
(1) Audit findings that have been fully corrected:  
      
 No findings for this section.    
      
(2) Audit findings not corrected or partially corrected: 
 

 

FY02 02-CWD2-32 The Division Of Unemployment 
Insurance Should Have A Computer 
System In Place To Adequately 
Maintain Employer Accounts 

 

NA 0 Improvements were 
made, but issues still 
exist. Due to the 
improvements, this 
finding was 
downgraded to a 
reportable condition. 
See 05-DWI1-11. 
 

FY04 04-DMA4-48 The Department Of Military Affairs 
Should Develop An Internal Control 
System For The State Domestic 
Preparedness Equipment Support 
Program To Comply With OMB 
Circular A-133 Compliance 
Requirements 

97.004 0 Improvements were 
made, but issues still 
exist. Due to the 
improvements, this 
finding was 
downgraded to a 
reportable condition.        
See 05-DMA2-51. 
 

FY04 04-DMA5-49 The Department Of Military Affairs 
Should Follow Established Internal 
Controls Used To Ensure 
Compliance With OMB Circular A-
133 Compliance Requirements For 
The Public Assistance Program 

97.036 0 Improvements were 
made, but issues still 
exist. Due to the 
improvements, this 
finding was 
downgraded to a 
reportable condition.        
See 05-DMA3-52. 
 

      
(3) Corrective action taken is significantly different from corrective action previously reported: 
      
 No findings for this section.    
      
(4) Audit finding is no longer valid or does not warrant further action:  
      
 No findings for this section.    
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COMMONWEALTH OF KENTUCKY 
APPENDIX 1 

FOR THE YEAR ENDED JUNE 30, 2005 
 

List Of State Organizations Audited As Part Of The  
Statewide Single Audit Of The Commonwealth 

 
The list includes agencies receiving only financial statement audits used for preparing the 
Commonwealth’s CAFR.  CPA reports are available upon request to the respective 
audited agency. 
 
STATE ORGANIZATIONS AUDITED BY CERTIFIED PUBLIC ACCOUNTING 
FIRMS AND INCLUDED IN SSWAK: 
 
Kentucky Affordable Prepaid Tuition 
Kentucky Center for the Arts 
Bluegrass State Skills Corporation 
Eastern Kentucky Exposition Center Corporation 
Kentucky Economic Development Finance Authority  
Kentucky Educational Savings Plan Trust 
Kentucky Educational Television Authority  
Kentucky Higher Education Assistance Authority 
Kentucky Higher Education Student Loan Corporation 
Kentucky Horse Park 
Kentucky Housing Corporation 
Kentucky Infrastructure Authority 
Judicial Form Retirement System 
Kentucky Local Correctional Facilities Construction Authority 
Kentucky Lottery Corporation 
Office of the Petroleum Storage Tank Environmental Assurance Fund 
Council on Postsecondary Education  
Kentucky Public Employees’ Deferred Compensation Authority 
Kentucky Retirement Systems 
Kentucky State Fair Board 
Kentucky Teachers’ Retirement Systems  
Turnpike Authority of Kentucky 
Kentucky Worker’s Compensation Funding Commission 
Kentucky Worker’s Compensation Special Fund, Coal Workers’ Pneumoconiosis Fund 
(functions of the Labor Cabinet), and Uninsured Employers’ Fund (function of the Office 
of the Attorney General) 
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APPENDIX 1 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of State Organizations Audited As Part Of The Statewide Single Audit Of The 
Commonwealth (Continued) 
 
STATE ORGANIZATIONS AUDITED BY CERTIFIED PUBLIC ACCOUNTING 
FIRMS AND NOT INCLUDED IN SSWAK, EXCEPT FOR EXPENDITURE 
AMOUNTS IN THE OPINION LETTER: 
 
Eastern Kentucky University 
Kentucky Community Technical College System 
*Kentucky State University 
Morehead State University 
Murray State University 
Northern Kentucky University 
University of Kentucky 
University of Louisville 
Western Kentucky University 
 
*Kentucky State University’s audit report on the basic financial statements was not 
available at December 22, 2005; however, the OMB Circular A-133 audit report was 
available at February 8, 2006. 
 
STATE ORGANIZATIONS AUDITED BY THE AUDITOR OF PUBLIC 
ACCOUNTS: 
 
Cabinet for Health and Family Services 
Department of Agriculture (Federal Awards Only) 
Department of Corrections (Financial Statements Only) 
Department of Workforce Investment  
Department of Education  
Department of Fish and Wildlife Resources (Federal Awards Only) 
Department of Military Affairs (Federal Awards Only) 
Department of Parks (Financial Statements Only) 
Department of Revenue (Financial Statements Only) 
Finance and Administration Cabinet (Financial Statements Only) 
Justice Cabinet (Federal Awards Only) 
Kentucky Access Program (Financial Statements Only) 
Kentucky Artisans Center (Financial Statements Only) 
Kentucky Department of Veterans Affairs (Federal Awards Only) 
Kentucky Office of Homeland Security (Federal Awards Only) 
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FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of State Organizations Audited As Part Of The Statewide Single Audit Of The 
Commonwealth (Continued) 
 
STATE ORGANIZATIONS AUDITED BY THE AUDITOR OF PUBLIC 
ACCOUNTS (CONTINUED): 
 
Kentucky River Authority 
Office of the Kentucky State Treasurer - Cash Functions  
Personnel Cabinet 
Transportation Cabinet 
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COMMONWEALTH OF KENTUCKY 
APPENDIX 2 

FOR THE YEAR ENDED JUNE 30, 2005 
 

List Of State Organization Contacts 
 
If additional copies of the statewide single audit are required, please contact Gregory 
Giesler, Open Records Administrator, with the APA’s office at (502) 573-0050 or 
gregory.giesler@auditor.ky.gov. If copies of the CAFR for the FY 05 are required, please 
contact Robbie Rudolph, Finance and Administration Cabinet Secretary, at                     
(502) 564-4240. 
 
The following is a list of individuals by state organizations to contact regarding findings 
in the Schedule of Findings and Questioned Costs or the Summary Schedule of Prior 
Audit Findings.  
 

State Organization 
 

Contact 

Cabinet for Health and Family Services 
 

Kelli Hill, Staff Assistant 
Office of Fiscal Services 
Cabinet for Families and Health Services 
275 East Main Street 4C-C 
Frankfort, KY 40601 
Phone (502) 564-8890 ext. 4336 
 

Department of Agriculture Teresa Ulery, Director 
Division of Food Distribution 
Kentucky Department of Agriculture 
107 Corporate Drive 
Frankfort, KY  40601 
Phone (502) 573-0282 
 

Department of Corrections John D. Rees, Commissioner 
Department of Corrections 
275 East Main Street 
P.O. Box 2400 
Frankfort, KY  40600 
(502) 564-4726 
 

Department of Fish and Wildlife Resources Darin K. Moore, Director 
Division of Administrative Services 
Department of Fish and Wildlife Resources 
Commerce Cabinet  
#1 Game Farm Road 
Frankfort, KY  40601 
Phone (502) 564-3400 
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FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of State Organization Contacts (Continued) 
 

State Organization 
 

Contact 

Department of Military Affairs  
 

Rick Flynn, Chief Administrative Officer 
Division of Administrative Services 
Department of Military Affairs 
Boone National Guard Center 
100 Minuteman Parkway, EOC Building 
Frankfort, KY 40601 
Phone (502) 607-1545 
 

Department of Parks Robert Richards, Director 
Division of Financial Operations 
Department of Parks 
Commerce Cabinet 
500 Mero Street, 10th Floor 
Frankfort, KY  40601 
Phone (502) 564-8110 
 

Department of Revenue  
 

Eddie Mattingly, Director 
Kentucky Department of Revenue 
Division of Legislative Services 
702 Capitol Avenue, Room 195B 
Frankfort, KY 40620 
Phone (502) 564-4240 
 

Department of Veterans Affairs Shaun McKiernan, Fiscal Manager 
Department of Veterans Affairs 
1111 Louisville Road 
Frankfort, KY  40601 
Phone (502) 564-9203 
 

Department of Workforce Investment 
 

Tommy Goins, Branch Manager 
Division of Fiscal Services 
Department for Workforce Investment 
500 Mero Street 2nd Floor 
Frankfort, KY 40601 
Phone (502) 564-3300 
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FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of State Organization Contacts (Continued) 
 

State Organization 
 

Contact 

Finance and Administration Cabinet  
 

Stuart Weatherford, Director 
Division of Statewide Accounting Services 
Finance and Administration Cabinet 
Capitol Annex, Room 484 
702 Capitol Avenue  
Frankfort, KY 40601 
Phone (502) 564-7750 
 

 Ed Ross, Controller  
Office of the Controller 
Finance and Administration Cabinet 
Capitol Annex, Room 484 
702 Capitol Avenue  
Frankfort, KY 40601 
Phone (502) 564-2210 
 

 Tom Howard, Acting Executive Director 
Office of Financial Management 
Finance and Administration Cabinet  
Capitol Annex, Room 261 
702 Capitol Avenue  
Frankfort, KY 40601 
Phone (502) 564-2924 
 

Justice Cabinet-Office of the Secretary 
 

Tanya Dickinson, Branch Manager 
Division of Grants Management 
Justice Cabinet 
403 Wapping St  
Frankfort, KY 40601 
Phone (502) 564-3251 
 

Office of Homeland Security Alecia Webb-Edgington,  
Executive Director 
Kentucky Office of Homeland Security 
200 Mero Street 
Frankfort, KY  40601 
(502) 564-2081 
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APPENDIX 2 
FOR THE YEAR ENDED JUNE 30, 2005 
(CONTINUED) 
 
List Of State Organization Contacts (Continued) 
 
Personnel Cabinet Mark D. Honeycutt 

General Counsel 
200 Fair Oaks Lane 
Frankfort, KY  40601 
Phone (502) 564-7430 
 

Transportation Cabinet Debra Gabbard, Executive Director 
Office of Budget & Fiscal Management 
Transportation Cabinet 
200 Mero Street 
Frankfort, KY  40601 
Phone (502) 564-4550 

 




